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In the Record 


The Seasons Are Tricky 


The Federal Reserve’s furniture production index dropped 
ten points in January. Sounds bad? Perhaps. This is a 
“seasonally adjusted” decline, too—only it is not seasonally 
adjusted. The answer to this riddle? Simple enough. One 
month grew to be just like another during the war. No 
real seasonal fluctuations occurred anymore. Result: the 
Reserve people adopted the practice of “adjusting” the 
index by leaving it as they found it. 

But now the seasons are beginning to make themselves 
felt again. It would be hazardous, doubtless, to assume that 
precisely the same seasonal adjustments as before the war 
are in order, yet in some of them—furniture, for example— 
the trend is definitely in that direction. If we were to apply 
the regular prewar adjustments in this instance the January 
figure would have moved up eight points instead of down ten. 

Turn to page 85 for an account of what is happening 
to the seasonals. 


Recovery in Great Britain 


How is Britain doing in her drive to recover economically 
to a point where she can again feel self-sufficient in the 
manner of a pre-World War I, independent, nonautarkic 
nation? Six indicators are presented graphically in the 
chart spread on pages 96 and 97. Comparisons with a pre- 
war year and with our own position reveal a mixed situation, 
as might be expected. It seems significant of the struggle 
that a higher proportion of man power is engaged in fac- 
tories and in the armed forces in the United Kingdom 
than over here. The greater stringency of life over there 
seems reflected in the lower percentage than here of persons 
earning their living in the trades and services. 


How Is Your Incentive Today? 

“Taxes shouldn’t have anything to do with it. If we 
found that our executives were lying down on the job we 
would replace them.” . . « 
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“Taxes have everything to do with incentive. What's the 
point of taking on added responsibility if you end up by 
working for the government, which takes practically every- 
thing extra you might make?” 


These two statements paraphrase the thinking of most of 
the executives before whom the problem of incentives 
was placed in the current survey of business practices. 
The two points of view seem irreconcilable. In between 
them, of course, there are varying shades of opinion. The 
response of the executives indicates that, in at least half 
of the companies, incentive at the top levels is a real 
problem not to be ignored in this day of confiscatory 
taxation. (See pages 98 and 107.) 


For More If Not Better Income Taxes! 


As if federal and state income taxes were not sufficient 
evil unto the day, various cities in several states are now 
imposing municipal income taxes. Some of them are called 
by other names, but they are income taxes just the same. 
Most of them are imposed on a flat rate and include non- 
residents earning their living in the city. The enabling 
statutes in the various states are outlined in the article 
beginning on page 82. Ohio is the only state which has 
cities imposing income taxes but which has no enabling 
legislation. 

eee 


When Is a Country Overpopulated? 


In some respects, it is a new Europe. Instead of worrying 
about a falling birth rate and a dwindling population, Eng- 
land now has to consider how well off it is with a booming 
birth rate and a rising population. Mussolini used to give 
prizes to prolific mothers. Shouldn’t England be happy to 
see more Englishmen born every year? But in Mussolini’s 
time, there was no atom bomb; in Attlee’s time there is. 
Greater attention now than ever before is given to Eng- 
land’s ability to feed herself—even though in modern times 
she has persistently failed to grow enough foodstuffs for her 
people. Some of the many factors—including the possibility 
of the baby boom subsiding—are discussed on page 88. 
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The Sales Slump and Why 


HILE Congress debates the pros and cons of 

“disinflation,” a more decisive battle rages 
between retailer and consumer. Department store 
sales in February stood at 273 (1935-1939=100), or 
5% below the comparable month in 1948. 

In January (latest data available), approximately 
$9,500 million changed hands in all retail buying, or 
1.2% above a year earlier after adjustment for sea- 
sonal variation and number of selling days in the 
month. The rate of increase in sales has distinctly 
slowed down in the past year. Sales in January, 1948, 
were over 15% above January, 1947. (See Table 2.) 


CHANGES IN UNITS 


Since sales represent dollar volume, however, cau- 
tion is necessary in drawing conclusions from the sta- 
tistics discussed. No adequate price series is available 
to deflate dollar figures. Changes in the quality of 
products, the disappearance of certain low-priced 
lines since prewar, and, consequently, the arbitrary 
choice of representative items make the Department 
of Commerce price series rather ineffective for any 
measure of exactness. 

However, for purposes of general comparison, it 
may be mentioned that retail prices decreased for the 
fifth consecutive month to reach 191.6 (1935-1939= 
100), in January, 1949, compared with 190.3 a year 
earlier, an annual increase of 0.7%. 

Thus it is evident that the increase in dollar sales 
volume in 1948 largely reflected a rise in prices, 
and only to a minor extent reflected an increase in 
physical volume of goods. More recent irends in 
sales, moreover, would seem to indicate a decline in 
the physical volume of goods moving through retail 
channels. Unfortunately, late retail price data are 
not available. But in the four months ended Janu- 
ary, 1949, retail sales, seasonally adjusted, decreased 
2.7%. Retail prices in this period fell only 1.4%. 


FACTORS BEHIND THE SLUMP 


Several theories have been advanced explaining the 
slump in sales in the last quarter of 1948 and early 
months of 1949. Earlier in the year, stimulants, such 
as reduction in personal income taxes, expanded 
armament proposals and increased wage rates by sev- 
eral major industries, helped bolster sales and may 
have retarded the sales decline. The retailer had no 
such encouragement later in the year. 

Rather the situation was reversed. Buying was 
severely discouraged by widespread reports of em- 
ployment layoffs and production cutbacks. Declining 


farm and food prices further suggested the end of 
inflationary influences. Consumer buying, possibly, 
was also influenced by severe price reductions at the 
retail level. Since deferred demand in many lines has 
been largely met, such cuts induced waiting for price 
stabilization at even lower levels. 

In addition, unseasonably mild weather further cur- 
tailed purchasing. In the 1948-1949 heating season, 
the weather was about 12% warmer than a year ago, 
and in February was almost 14% warmer. New York 
City weather was 24% warmer this season through 
February 22 than in the corresponding period a year 
ago. 

Whatever the causes, the fact remains that con- 
sumers have curtailed buying. In the fourth quar- 
ter of 1948, personal consumption expenditures con- 
Chart 1: Department Store Stocks and Sales, 

1919-1940, by Months 


Sources: Federal Reserve; Taz ConrERENCE Boarb 
Index Numbers, 1935-1989=100, Seasonally Adjusted 
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stituted 90.8% of total disposable income compared 
with 94.6% a year earlier. In 1929 and 1939 the per- 
centage was 95.5% and 96.2%, respectively. 

Considered from another aspect, the dollar increase 
in sales in 1948 was almost 10%, or slightly less than 
the rise in income. In 1946, however, sales increased 
more than three times as much as income. From the 
early Twenties until 1941, a rise in sales of 12% was 
associated, on the average, with a 10% increase in 
income. 

The rate of savings has consequently risen. Accord- 
ing to Commerce Department data, savings have 
risen to 9.2% of disposable income in the fourth quar- 
ter, from 5.4% in the same period of 1947. Adjusted 
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seasonally on an annual basis, savings totaled $18.4 
billion in the last quarter of 1948, compared with 
$9.7 billion one year earlier. In 1939, savings totaled 
$2.7 billion which was 3.8% of disposable income. 


WHICH LINES HAVE SLUMPED? 


To determine the lines of trade in which buying 
has fallen off a study was made of department store 
activity. December is the latest month for which 
detailed data are available. 

Probably the most significant change in the spend- 
ing pattern in recent years is the shift toward lower- 
price ranges. While main store sales in dollar volume 
increased 1% between December, 1947, and Decem- 
ber, 1948, basement sales rose an average of 7%. 
(See Table 1.) Housefurnishings was the only major 
group which showed a decline over the previous De- 
cember in basement sales. Year-to-year declines in 
the main part of the store, to be discussed in more 
detail later, were quite general. 

This trend was already evident in 1947 when main 
store sales over the year increased 5%, while base- 
ment sales rose 12%. In contrast, statistics for 1946 
are as follows: Main store sales over the year rose 
26%, basement sales 20%. 

The shortage of lower-priced merchandise during 
the war years distorts the percentage increases in 
1947 and 1948. But from all indications it would 
seem that basement merchandise is regaining its pre- 
war position. 

The trend toward lower-priced goods was consistent 
throughout all departments. Main store sales of wom- 
en’s apparel and accessories for December, 1948, rose 
1% above the like month in 1947 and 5% for the 
year. Sales of basement merchandise were up 9% 


and 13% respectively. Sales of dresses sold down- 
stairs rose 17% over the year compared with an 8% 
increase in the main store. Sales of coats and suits 
however, increased approximately equally percentage- 
wise. 

Men’s and boys’ wear were up 5% in December 
and unchanged for the year in the main part of the 
store. Downstairs, sales increased 9% for the month 
and 9% for all of 1948. 

Housefurnishings was a mild exception to this 
trend for the year as a whole. But main store sales for 
December, 1948, as compared with December, 1947, 
were —5%; basement sales for the same period were 


—2%. 


BARGAINS IN MAIN STORE 


It would seem from available data that a shift 
back to main store sales has taken place in the last 
few months of 1948. Sales of women’s ready-to-wear 
in the main store rose 33% from October, 1948, to 
December, 1948, while basement sales rose 27%. In 
the same period a year ago, the data were 45% and 
46% respectively. Men’s and boys’ wear shows the 
same trend. But since consumer resistance is still 
very much in evidence, this would seem to be the 
result of store-wide efforts to clear cumbersome stocks 
in the pre-Christmas period, particularly in higher 
priced merchandise. 

In addition to a comparison between main store 
and basement sales the trend toward lower-priced 
items is in evidence within the various departments 
in the main part of the store. While “inexpensive” 
dress sales rose 4% from December, 1947, to Decem- 
ber, 1948, “better” dresses fell 3% in the same period. 

To some extent, this may be the result of deep 


CHART 2: DEPARTMENT STORE STOCKS, 1919-1948 
Sources: Federal Reserve; Toe ConrERENCE BoarD 
Index Numbers, 1935-1939 Average=100, Seasonally Adjusted 
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cuts in higher-priced mer- 
chandise causing a small 
dollar-volume increase. 
However, without ade- 
quate unit data no un- 
qualified conclusions can 
be drawn. 

Of course, year-to-year 
comparisons leave much to 
be desired. In many cases, 
declining sales may actual- 
ly be merely a return to 
normal seasonal buying 
patterns. A year ago, war- 
time demand had not yet 
been met in many lines of 


OTHER SHIFTS 


What other shifts have 
taken place in retail buy- 
ing? One of the most pro- 
nounced changes in the past year is the decline in 
major household appliances. On the basis of reports 
of 245 stores, the Federal Reserve Board estimates 
that the sale of household appliances declined 37% 
in December over a year earlier. The year-to-year po- 
sition has been steadily becoming worse. In Decem- 
ber, 1947, sales showed a rise of 18% over a year ear- 
lier, and in June, 1948, an 11% increase. By October, 
1948, sales had declined 28% over the year. 

The most urgent replacement demands have ap- 
parently been met. And with scarcity no longer a 
problem, consumers have cut back buying. Radios 
and phonographs are in a similar position. There has 
been no change in dollar sales position over the year, 
but in November and December, the year-to-year de- 
cline was 8% and 11% respectively. Here again price 
cuts may be a factor. What the relative position 
would otherwise have been is impossible to say. 

Luxury items have also lost their relative sales po- 
sition. Fur sales declined 21% in December over a 
year ago, and 17% in 1948. Unseasonably mild weath- 
er in the East was undoubtedly partially responsible. 
Women’s neckwear and scarfs fell 6% over the entire 
year. Toilet articles and drug sundries, and negligees, 
robes and lounging apparel, some of which are luxury 
items, declined slightly during the year. Costume 
jewelry, and fine jewelry and watches dropped 4% 
and 2% respectively in 1948. 

Sales of the various merchandise groups in 1948 
have been steadily declining relative to a year earlier. 
In the first half of the year, only a few minor decreases 
occurred, but by December, the year-to-year decline 
was general. The annual increase in basement sales 
narrowed during this period. 

Between October and December, 1948, the trend 


2End of month. 


Grand total—entire store........ 


Main store totaliitec...5 32.010. 
Piece goods and household textiles. 
Silverware and jewelry........ 
Women’s apparel and accessories. . . 

Women’s accessories......... 
Women’s apparel........... 
Men’s and boys’ wear......... 
Housefurnishings............. 
Miscellaneous merchandise. .... 

Basement store total............ 

trade. Domestic and blankets........ 

Women’s, misses’ ready-to-wear. . . 

Men’s and boys’ wear........- 

Housefurnishings............. 


1Based on reports from a group of large de 
stocks at these stores accounted for about 50 
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Table 1: Department Store Sales and Stocks! 
Source: Federal Reserve 
Per Cent Change in $ Value 


Sales, % Change from a Year Ago iy ve eee Ratio od peeks to 


Dec. June 
1947 1948 1948 


e? 


+6 +6 +13 1.4 1.4 
+5 +7 +13 1.5 1.4 
are +5 +7 2.7 2.5 
-1 +2 +10 1.2 ie 
+1 +3 +12 Lg 1.2 
sets +3 +14 1.2 peg 
Hees +3 +8 1.3 1.8 
+6 +13 +20 17s jE 
+13 +15 +18 2.8 2.3 
Pere “4 +4 0.7 0.8 
+12 at (0) Cree | aoe 
cry 42 Joo see 1 Shy ieee 
4104 octhiloy he benO.0 okt 
+20 “ST is |) 09.) ie 
+12 ai) (49 erro se 
rtment stores located in various cities atroustty the ecu In 1947, sales and 
0% of estimated total department store sales and st 
Table 2: Retail Trade 
Sources: Department of Commerce; Federal Reserve 
1935-1939=100, Seasonally Adjusted 
Retail Sales 
% Change 
Year and Month Over 
Year Ago 
1948 January...... 7.5 
February..... hg 
Marel: ten <5 4.8 
Aprilsaciee sa 10.1 
Mayiesccpeme 6.9 
JUNE. .08 vas > 8.3 
daly 20 lo saee 10.5 
August....... 9.9 
September 6.1 
October...... 9.7 
November.... -5.0 
December. . . . 2.3 
1949 January...... 0.7 


in sales was less favorable than in the same period in 
1947 for almost every major group for which data 
are available. Piece goods sales dropped 27% last 
year as against a loss of 17% a year earlier; women’s 
wear increased 33% and 45%; men’s wear went up 
130% and 135%; housefurnishings, +16%, and +22%; 
basement sales, +37%, and +49%, respectively. 

Declining prices in the fourth quarter of 1948 as 
compared with rising prices in 1947 are partially re- 
sponsible. But the fact remains that prices were cut 
to combat lower unit sales. 


STOCKS AND OUTSTANDING ORDERS 


With lower unit sales, greater availability of mer- 
chandise, and price uncertainty, retailers have cut 
back their orders. Outstanding orders of 296 depart- 
ment stores at the end of January, totaled $390 mil- 
lion, the lowest point for January in the past six 
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years. The peak of $1,074 million was reached in July, 
1946, and a decline of nearly 50% took place in the 
following five months, marking a return to prewar 
seasonal patterns. 

Early in 1948, retailers made larger commitments 
than the sales in subsequent months justified. Stocks 
consequently increased, and at the end of November 
department stores held 11% more goods in dollar 
volume than a year earlier. 

With the sharp cutback in orders in November, 
stocks adjusted accordingly. At the end of January, 
stocks were at 286 (1935-39=100) compared with 289 
in January, 1948. Retailers today are endeavoring to 
attain the most rapid turnover possible. 

At the end of 1948 (latest period for which detailed 
data is available) stocks were still high in comparison 
with a year ago. Stocks were lower in only about a 
third of the departments. 

The greatest increase (34%) in year-end stocks 
over a year earlier occurred in the men’s clothing de- 
partment. Women’s apparel, on the whole, rose only 
3%, but stocks of women’s and misses’ coats were 26% 
higher. Domestic floor coverings increased only slight- 
ly less than men’s clothing, percentagewise. Major 
household appliances and china and glassware were 
26% and 20%, respectively, above last December. 
Toys and games, furniture and women’s and children’s 
hosiery departments also showed gains of 20% or 


more. In these departments also, the ratio of stocks 
to sales was highest in comparison with the end of 
December, 1947. 

What is the present inventory policy of department 
stores as compared with other peacetime periods? A 
straight line was fitted to Federal Reserve data on 
stocks and sales for the years 1919-1934 and another 
to 1935-1940. The coefficients of correlation were .91 
and .86 in the respective periods. The straight line 
of relationship for each period appears in Chart 1. 
It was thus found that two distinct periods of in- 
ventory policy existed in the peacetime years for 
which data are available. 

The normal or expected values for the years 1941 
to 1948 were plotted in Chart 2 based on the assump- 
tion that the trend established from 1935 to 1940 
continued. Actually, however, stocks of department 
stores in 1948 were greater in relation to sales than 
had been the case, on the average, in the immediate 
prewar period. 

In similar comparison with the trend line for the 
years 1919 to 1934, data for 1948 appears to be on 
the low side. Department stores are approaching, but 
have not yet reached, the very high level of stocks 
in relation to sales which would exist today had the 
earlier trend continued. 

Ross Nawicu 
Division of Business Economics 


Consumers’ Prices Dip Again 


HE FIFTH consecutive monthly decline brought 

the index of consumers’ prices in January, 1949, 
2.3% below its all-time high of August, 1948. The 
index stood at 161.9 at mid-month, a decline of 0.1% 
from December. Lower clothing prices exerted the 
major downward pressure on the cost of living. All 
major groups in the index except housing and fuel 
declined. 

Clothing prices have been weakening during the 
past eleven months, except for a rise in September. 
In January they were 1.9% below the level of March, 
1948. The decline over December amounted to 1% 
and reflected seasonal markdowns on women’s heavy 
winter coats, and lower prices for rayon garments, 
nylon hose, and shoes. Prices of men’s shirts, under- 
wear and shoes were also reduced. In some cities, 
men’s heavy suits were also cut in price. 

Lower prices for meat and dairy products were 
partly offset by seasonally higher prices for fresh 
vegetables, which were hit by cold weather in some 
growing areas. Wholesale prices of foodstuffs dropped 
11.9% from their July level, while consumers’ food 


prices fell only 6.0%. Examination indicates that the 
present relationship is closer to the prewar “normal” 
than in mid-1948. 

This suggests that with the decline in wholesale 
prices retailers have been able to increase their gross 
margin nearer to the prewar figure. 

The fuel index was 0.2% higher on January 15, 
owing to seasonally higher prices for hard and soft 
coal. In the eastern part of the country, the rise was 
not so great because of the mild winter. Housing 
costs were 0.8% above their September level, bringing 
the index to 112.2. 

Housefurnishings prices declined 0.3%, mostly be- 
cause of lower prices for textile furnishings. Sundries 
were also less expensive, principally cleaning mate- 
rials, soap, soap flakes, and some drugs. 

A slight increase in the purchasing value of the 
dollar (.1 cent) brought the value to 61.8. This was 
an increase of .2 cents over its value on January 135, 
1948. 

Suiruey Fass 
Statistical Division 
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Income Taxes for Local Revenue 


NEW pattern of local finances is emerging from 
a broadening of the tax base to include a num- 
ber of nonproperty taxes. 

Faced with higher costs and rising expenditures, 
local governments are turning to sales, income, admis- 
sion, and other taxes. A striking development in this 
movement has been the spread of income taxes on 
the local level. The income base had generally been 
considered unsuitable as a local tax. Today, how- 
ever, a number of our cities and other localities are 
deriving substantial revenue from this source. The 
future may find that the income tax has been devel- 
oped to an even greater extent in the search for addi- 
tional income. 

These municipal taxes have been variously labeled 
as pay-roll income, wage, earnings, and earned income 
taxes. The first such tax put into operation was the 
Philadelphia levy which became effective January 1, 
1940, following the invalidation of a previous income 
tax. New York City had enacted an ordinance in 
1934 which called for a tax of 15% of the tax paid 
to the Federal Government. It was, however, re- 
pealed before put into operation. Since the end of the 
war, the pay-roll income tax has been adopted in a 
number of cities: Toledo, Columbus, Youngstown, 
Springfield and Dayton, Ohio; St. Louis, Missouri; 
Louisville, Kentucky; and Altoona, Johnstown, Erie, 
Carbondale, Scranton, New Castle, Sharon, Jeannette, 
and Monessen, Pennsylvania. The Dayton, Ohio, tax 
becomes effective on April 1, 1949. In addition, more 
than 140 other local units in Pennsylvania, including 
boroughs, school districts and townships, have en- 
acted income-tax ordinances.! 

The income tax has also been considered in such 
cities as Akron, Ohio; Dearborn, Michigan; Madison, 
Wisconsin; Minneapolis, Minnesota; and San Fran- 
cisco, California. The Minneapolis proposal was re- 
jected in 1947 after having been submitted to a 
referendum. 


NATURE OF THE TAX 


In general, the provisions of the existing municipal 
pay-roll income taxes are similar. In certain respects 
they differ from the federal and state income levies. 
The local taxes apply to gross wages, salaries, compen- 
sation, etc. They are not graduated but are imposed 
ata flat rate. Except for one city—Springfield, Ohio— 
no provisions are made for any exemptions. Employ- 
ers are the collecting agents for the tax on their em- 


1The District of Columbia income tax is usually classified with 
state taxes. 


ployees’ wages and salaries, being required to with- 
hold the tax through pay roll deductions and to remit 
these amounts to the city. 

The net profits of corporations are taxable with 
the exception of Philadelphia and the other Pennsyl- 
vania localities. Here the state levies a corporate 
income tax and the local governments cannot tax 
sources already taxed by the state. In all cases, the 
tax applies to the net earnings of unincorporated busi- 
ness. Where the tax on wages and salaries is not 
withheld, as with professional income, returns have 
to be filed. 

The municipal income tax attempts to tax non- 
residents as well as residents of the locality. Nonresi- 
dents, individuals, corporations and other businesses 
are taxed on the earnings arising within the city. 

At present there is no rate exceeding 1%. When 
first enacted, the Philadelphia tax was levied at 144%, 
but was lowered to 1% in December, 1942. 


LEGAL BASIS 


Enabling state legislation has permitted the adop- 
tion of the municipal pay roll income taxes in all the 
above cases excepting the Ohio cities. In Ohio, there 
has been no specific authorizing state legislation. In 
that state, the local income taxes have been based 
upon the home rule provisions of the state constitu- 
tion. 

Philadelphia was able to levy an income tax under 
a 1932 state statute, the Sterling Act, which permitted 
cities of the first and second class to levy a tax on 
trades, occupations, personal property, etc., not taxed 
by the state. The rash of income and other taxes re- 
cently adopted by numerous Pennsylvania localities is 
based on the now famous “Act 481” passed by the 
legislature in 1947. This act permits most of the 
local governments the power to tax virtually every 
source of revenue not utilized by the state. 

After the first St. Louis income tax, enacted in 
1946, was declared unconstitutional by the State Su- 
preme Court in June, 1947, the legislature passed spe- 
cial enabling legislation which permitted the city to 
reimpose the tax. The present tax became effective 
August 31, 1948. The Louisville tax, adopted in May, 
1948, was based on a 1948 act of the state legislature 
which extended broad licensing powers. Technically 
the Louisville tax is an occupational license tax based 
on pay rolls and net profits. 

A summary? of the existing situation in various 


1These statements have been secured by letter from tax officials 
in the various states. A few replies were received too late for 
publication. 
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states in regard to the power of municipalities to levy 
income taxes is given below: 


Alabama: There is no express prohibition, nor is there 
any express authority, as to the power of municipalities to 
utilize the income tax. However, it appears that such 
power could not be granted to municipalities without an 
amendment to the constitution. There have been no legis- 
lative proposals to grant municipalities the right to levy 
income taxes. 


California: No California city utilizes the income tax. 
However, it is generally assumed that the fifty-six charter 
cities, which include most of the large cities and which have 
constitutional “home rule,” have the power to levy such 
taxes. The city and county of San Francisco is considering 
an income tax at this time. 


Connecticut: There is no law in Connecticut which pro- 
hibits the levying of such a tax by a municipality, but it 
would be necessary for the municipality first to secure 
authority from the legislature to do so. To date there have 
been no legislative proposals to grant this source of revenue 
to the localities. 


Delaware: Municipalities cannot utilize the income tax 
unless specifically authorized to do so by the state legis- 
lature. At the present time no municipality has been so 
authorized and, so far as known, no legislation has been 
proposed to the General Assembly, which is now in session, 
to grant this source of revenue to any municipality. 


Florida: Under the state constitution, no income taxes 
can be levied by the state or under its authority. 


Georgia: Georgia has enacted no legislation which will 
permit municipalities to assess an income tax. Under the 
laws of the state a municipality would be prohibited from 
assessing such a tax. At the present time it is not con- 
templated that a proposal will be submitted to the legislature. 


Illinois: The Illinois Supreme Court has held that the 
state may not constitutionally impose a graduated income 


Municipal Income Taxes 
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.Note: The number of local income taxes adopted by many boroughs, school dis- 
tricts, and townships in Pennsylvania is too extensive for inclusion in the above table. 


tax and it has always been assumed that the general 
assembly could not constitutionally authorize municipalities 
to impose such a tax. The Illinois constitution does not 
authorize municipalities to levy an income tax and does 
not provide that the general assembly may grant such au- 
thority to municipalities. So it is believed that the general 
assembly cannot authorize Illinois municipalities, which de- 
rive their authority from the state, to do something which 
the general assembly, itself, is constitutionally unable to do 
in so far as the state as a whole is concerned. 


Iowa: The state income tax is the only income tax im- 
posed under the laws of the state. Iowa has no special law 
or statute prohibiting the imposition of income taxes by a 
municipality. But such municipalities are indirectly pro- 
hibited from imposing income taxes by the absence of a 
law, statute or legislative act authorizing them to do so. 
It is the opinion of the chairman of the state tax com- 
mission that there would have to be special legislation en- 
acted before municipalities could impose an income tax in 
Iowa. Their rights or authority to assess, levy or other- 
wise collect taxes of any kind are specifically authorized and 
provided for by law. 

Kansas: The legislature in Kansas has never granted the 
power of a municipality to levy an income tax. 


Louisiana: Under the constitution of the state, munici- 
palities are not authorized to levy income taxes. 


Maine: Under state law, municipalities are permitted to 
levy only such taxes as are specifically authorized by statute. 
There is no statute permitting municipalities to levy in- 
come taxes. To date, there has been no proposal made to 
grant this source of revenue to municipalities. 


Massachusetts: Communities in Massachusetts can levy 
taxes only to the extent that the legislature permits them. 
There has been no effort in the direction of having the cities 
and towns utilize any of the taxing authority that the 
state has. 


Michigan: Under state law, Michigan municipalities are 
permitted by majority vote of their people to levy “tolls, 
rents and excise.” To date, no income tax has been 
levied in any city of Michigan, although several cities are 
considering the idea of some form of a pay-roll tax. 

Minnesota: The only proposal that has been made for 
municipal pay-roll taxes was made in the 1947 legislative 
session and a law was enacted which provided for a pay-roll 
and income tax in any city of the first class having a popu- 
lation in excess of 450,000. The only city in Minnesota that 
falls into this classification is Minneapolis. This bill was 
approved on April 28, 1947, but it was provided in the act 
that it should become effective only if approved by a major- 
ity voting on the proposed tax at the next general election 
in the city. The act accordingly came up for general vote 
and was defeated, and the law is therefore inoperative. It is 
not known here whether any proposals for municipal pay-roll 
taxes are contemplated in the present legislative session. 
There is no law which expressly probibits a municipality 
from enacting a tax measure by incomes. It cannot authori- 
tatively be stated here whether this could be accomplished 
without specific legislative grant of authority. 

Montana: The Montana constitution’ provides only for 
an income tax to be levied and collected by the state. A 
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constitutional amendment would be necessary before the 
legislature would have the authority to permit municipali- 
ties to levy income taxes. 


Nebraska: Under the laws of Nebraska, municipalities 
may levy such taxes as are authorized by the state legis- 
lature. There has been no authorization in regard to the 
levying of pay-roll or income taxes by the cities and towns 
and, as far as known, there have not been any legislative 
proposals to make this source of revenue available. 


New Hampshire: There is no constitutional provision or 
state statute prohibiting municipalities from utilizing the 
income tax for their own purposes; but they could not do 
this without a special act by the legislature authorizing 
them to do so. So far, no municipalities have made any 
moves toward attempting to operate local income taxes, 

New Jersey: At present there is no statutory authority 
for municipalities to levy pay-roll or income taxes and no 
bills have been introduced in the legislature for the purpose 
of granting them that authority. 

New Mexico; Under state law, an income tax is exacted 
by the state, and municipalities are not authorized to levy 
such a tax. As far as known, no legislative proposals have 
been made to change this system during the present legis- 
lative session. 

New York: The municipalities of New York State have 
only such taxing powers as are specifically delegated to them 
by the state legislature. While there is no state law pro- 
hibiting the municipalities from imposing an income tax, 
they cannot do so because there is no statute authorizing 
them to use such tax. A bill was introduced in the 1948 
session of the legislature relative to granting authority to 
the city of Utica to impose a tax on incomes and net profits. 


This bill passed the senate but was not reported in the 
assembly. 


Oklahoma: Municipalities do not have the authority to 
impose an income tax without specific authority from the 
legislature. To date, no such authorization has been given. 


Oregon: There is no Oregon statute which prohibits mu- 
nicipalities from utilizing an income tax. However, cities 
in Oregon have no implied taxing powers. The power to 
tax is granted at the time of incorporation by charter, and 
there is much divergence in the taxing authority granted in 
these charters. A bill is now before the present legislative 
session to authorize cities and counties to impose license 
taxes upon businesses, occupations, organization, and call- 
ings measured by gross receipts, gross income, or levied 
upon a flat license fee basis. 


Rhode Island: There is no prohibition specifically pre- 
venting the cities and towns from imposing income taxes. 
They must, however, come to the state legislature for 
permission to pass any local tax ordinance. So far none of 
the communities has sought permission to impose a municipal 
income tax. Providence is seeking additional revenue and 
this type of tax is under consideration. 

South Carolina: There is no provision in the state laws 
for the municipalities to impose an income tax. As far as 
known, there has been no movement in the general assembly 
at this session to legalize such a tax. 


South Dakota: The South Dakota constitution limits the 


income-tax field to the state only, and therefore munici- 
palities are without authority to impose income taxes. 

Tennessee: Under state law, the municipalities cannot 
enact an income tax. At the present time, a limited con- 
stitutional revision is under study by the state legislature 
which may allow the state and the cities the right to impose 
income tax. 

Utah: Under the present state law, municipalities may 
not impose municipal pay-roll income taxes. The legisla- 
ture has never granted cities or towns such power. There 
are two bills pending in the present session of the legislature 
which will enable cities to impose income taxes. However, 
the adjournment day for the present session is March 10. 


Vermont: No legislative action has been taken providing 
sources of revenue for local municipalities except the prop- 
erty tax. Since the state has a personal income tax, it 
seems highly probable that this source has been preempted. 


Virginia: The tax code of Virginia expressly provides that 
no county, city, town or other political subdivision shall 
impose any tax or levy upon incomes. No serious pro- 
posals have been made to change this general prohibition. 

Washington: The state constitution prohibits the enact- 
ment of a state income tax law. It is believed that this 
prohibition would be applicable to the localities. 

West Virginia: The state does not now impose an income 
tax and there is no specific authority for municipalities to 
impose such a tax. 


Wisconsin: Under the Wisconsin statutes no municipality 
or other unit of government may impose a tax on income 
or measured by income. A bill was introduced in the 
legislature on February 8 which would repeal this section 
and permit municipalities to levy income taxes on indi- 
viduals and corporations. 


Brrnarp Moss 
Division of Business Economics 


The Roots of the Cold War 


“Although much of the instruction is oversimplified, it 
has the overwhelming advantage of being single-minded and, 
even by western standards, much of it is unexceptionable, 
as far as it concerns conduct, and the virtues of courage, 
initiative, truthfulness or resolution. The fundamental de- 
ficiencies in this Russian doctrine are twofold. On the one 
hand, it is impossible to reconcile the rules for good con- 
duct—honesty and truth—with the distortion of facts with 
which children are fed. On the other, the glorification of 
the state and of war for its defense twists the whole phil- 
osophy of education awry. The chapter on the development 
of patriotic sentiments is the most alarming of the book; 
mathematics, geography and out-of-class-work are dis- 
cussed with reference to their value for military studies; 
history is used to foster hatred and class enmity. After 
two generations of such mental food, the difficulties of rec- 
onciling east and west will be almost insuperable.”—Review 
of “I Want To Be Like Stalin,” B. P. Yesipov and N, K. 
Goucharov, Gollancz, parts of the official Russian textbook 
on pedagogy, appearing in The Economist, October 30, 1948. 
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Return of the Seasons 


HE FEDERAL Reserve index of furniture pro- 

duction, adjusted for seasonal variation or unad- 
justed alike, stood at 158 in January. Identically the 
same unadjusted figure would have produced an 
adjusted index of 170 in 1939. Beehive coke produc- 
tion would have been reported at 413 instead of 483 
as actually published. Gasoline output would have 
been 182 instead of 175; automobiles at 209, as com~ 
pared with an actual 215; cotton consumption at 118 
rather than 123; and so on with a very substantial list 
of the components of the index of industrial produc- 
tion, and doubtless in one degree or another with the 
index itself. 

The reason is not far to seek. War conditions de- 
stroyed the seasonal patterns of many of the com- 
ponent series of the Reserve index. The Reserve 
Board, evidently feeling that postwar experience is 
as yet too limited to supply dependable postwar sea- 
sonal adjustment factors, has preferred to leave these 
factors at 100 as was the practice during the war. 
That is to say these series are not adjusted at all for 
seasonal factors. They are entered in the “adjusted” 
columns unchanged from the unadjusted list. 

One of the difficulties which have beset the econo- 
mist in his efforts to gauge recent changes in the busi- 
ness situation has been this uncertainty of the sea- 
sonal behavior in the postwar milieu of many of the 
ordinary indexes. A great deal of study had been 
given to this matter in the prewar years, and, while 
seasonal behavior of many series tended to change 
from time to time, it was for the most part quite pos- 
sible to estimate with a fair degree of accuracy what 
part of month-to-month changes was attributable to 
seasonal factors and what part had to be set down as 
indicating other types of change. 


SOME LOST THEIR SEASONALITY 


This appears to be true of the postwar behavior of 
a number of the more common series. These contin- 
ued to be seasonal in their behavior during the war 
and their postwar fluctuations from month to month 
in any given year do not appear to be particularly 
different from those of the prewar period. This is par- 
ticularly true of those activities which depend direct- 
ly upon the meteorological seasons or which are in- 
directly dependent upon them. Production of cheese, 
canned and dried milk, processed fruits and vege- 
tables and pork and lard are examples. There are a 
number of others of a like sort. 

There are, however, a number of series which lost 
their seasonality during the war for one reason or an- 


other. That is to say the volume of one month, gen- 
erally speaking, grew to be about equal to that of 
any other month in the year. Most of these series are 
now evidently again beginning to be seasonal in their 
behavior. 

The tendencies of a number of these series during 
the past two years are set forth in the accompanying 
charts. Only certain series which enter into the Fed- 
eral Reserve index of industrial production are in- 
cluded, the series chosen being those which lost their 
seasonality during the war and which are now avail- 
able on a monthly basis throughout the full years 
1947 and 1948. No effort has, of course, been made 
to compute a monthly seasonal adjustment factor for 
use in connection with the postwar series. The accom- 
panying charts merely show the latest prewar sea- 
sonal adjustment factors as they appeared in the 
October, 1943, issue of the Federal Reserve Bulletin, 
and a comparison therewith of the actual figures for 
the two years 1947 and 1948 converted in each case 
to the annual average as a base. The straight line 
marked 100 on the charts represents the seasonal ad- 
justment factor during the war. That is to say there 
was (and is) no adjustment of this sort made by the 
Reserve in these series. 

It is, of course, to be understood that the seasonal 
behavior—in effect, the proportion of the year’s total 
production consummated in any given month—is 
rarely precisely the same in any two years. Seasonal 
adjustment factors by means of which the Federal 
Reserve “corrects” its monthly series to eliminate 
seasonal influences are (as all such factors inevitably 
are) approximations only. They are in effect aver- 
ages of a good many years modified as the facts ap- 
pear to warrant. It is, therefore, not to be expected 
in any event that the monthly distribution of pro- 
duction in 1947 or 1948 should be identical with the 
adjustment factors employed by the Reserve in pre- 
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—But the Seasons Mean More Now 
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war years. It is, however, very evident that a post- 
war seasonality is developing in all the series shown, 
and that in some of them it is not unlike correspond- 
ing prewar patterns. 

Some of the series have developed postwar seasonal 
patterns which appear to differ substantially from 
JAN. FEB. MAR. APR. MAY JUNE JULY AUG, SEPT. Oct. Nov. pec. | prewar. In the charts for beehive coke and cigar pro- 
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duction, for example, only slight differences can be 
seen when comparing 1947 and 1948, but in neither 
case have they resumed the pattern of 1939. 

The 1947 and 1948 rayon deliveries fluctuate from 
month to month but in no way do they approximate 
the prewar seasonal pattern which was characterized 
by wide fluctuations. In the case of rayon production, 
the 1947 seasonal behavior differs from the 1948 sea- 


sonal behavior as well as from the prewar pattern. 

The usual prewar summer decline in automobile 
production, which was followed by a rather large in- 
crease, has not yet made its postwar appearance. 
Fluctuations throughout the year are still quite mod- 
erate. 

Freperick W. JONES 
Division of Business Economics 


Great Britain’s Population Dilemma 


REAT BRITAIN is experiencing a surge of 
growth which has added 2.2 million to its popu- 
lation in nine years. The total population of 48.7 mil- 
lion is already greater than the maximum of 46.3 mil- 
lion for 1945, projected only a few years ago on the 
basis of long-term trends. 

There were slightly more than one million live 
births in the United Kingdom in 19471 This’ was 
32.2% more than the average for the 1940-1945 war 
period and 42.7% greater than the 1935-1938 prewar 
average. Total births during 1948 were 907,600. 
Although this was a drop of 12% over 1947, it was 
still 25.6% above the comparable 1935-1938 period. 

This postwar baby boom culminates a period which 
began in 1934 when the British birth rate started to 
rise after a long-term decline. The important ques- 
tion is whether the decline has been permanently re- 
versed. For it is somewhat generally held that Great 
Britain cannot adequately maintain its present popu- 
lation, much less the population which would result 
from a continuation of the present high fertility rates.” 


HISTORIC GROWTH PATTERN 


Great Britain’s population growth has been the pro- 
totype of that of most western industrial nations. The 
pattern which evolved in that country was the result 
of three revolutions—agricultural, industrial and tech- 
nical. During these periods of development, mortal- 
ity rates have tended to fall more rapidly than fer- 
tility rates, bringing about a rapid expansion of the 
population. 

Throughout the nineteenth century and up to the 
First World War, England was one of the fastest- 
growing countries in Europe, increasing as much as 
10% to 15% a decade. Birth rates, however, had been 
declining steadily since before the beginning of the 


1Great Britain includes England, Scotland, and Wales. The 
United Kingdom also includes Northern Ireland. 

*See Debates, House of Lords, May 26, 1948. The Earl of Ports- 
mouth stated that, for economic and military security, the United 
Kingdom should aim at a maximum of 35 million people as a healthy 
population. See also statement of Lord Tweedsmuir; and statement 
of Lord Barnby on November 5, 1947. 


century, even though the number of births continued 
to increase. 

Fertility had, by the late 1920’s, declined to the 
extent that it was no longer adequate for permanent 
maintenance of a stationary population. The net re- 
production rate indicates how rapidly the population 
would ultimately grow if the fertility and mortality 
rates of each age group remained unchanged. In 1933, 
this rate was .73 in England and Wales. This meant 
that if the fertility and mortality rates then prevail- 
ing continued, a 27% decline in the population would 
result within a generation (28 to 30 years). 


Births and Deaths in the United Kingdom 


Sources: Central Statistical Office (London) 
In Thousands 


BIRTHS 1,031,1 


However the birth rate turned slightly upward, 
after 1933, and remained on a fairly constant plane 
till 1942. This change seemed to occur in response to 
better economic conditions rather than to any basic 
increase in the size of the family. Fewer marriages 
during the depression had meant fewer births; with 
the improvement in economic conditions, both mar- 
riages and births increased. This was true both in 
Great Britain and the United States. 

On the basis of long-term population trends, cer- 
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tain projections of Great Britain’s population were 
made during the late Thirties.1 These estimates 
placed her population at a peak of 46.3 million in 
1945. By June 30, 1948, it was already 2.2 million 
above the projected maximum. The population of 
the United Kingdom had, by this date, reached 50 
million. 

There has been considerable discussion lately as 
to the advisability of a smaller population for Great 
Britain. The reasons given are several. One is that 
she cannot possibly maintain 50 million people on a 
decent standard of living. Conversely, the Dominions 
could prosper with larger populations drawn from the 
mother country. With greater industrial develop- 
ment resulting within the Commonwealth countries, 
Great Britain could lessen her purchases from hard- 
currency countries. 


EMIGRATION PROBLEMS 


Concentration of population in the British Isles is 
also said to be bad from a military point of view. It 
would also be useful, it is argued, if a significant part 
of her population were transferred to Empire regions 
where much of the food and raw material originates. 

To some extent, the government is facilitating the 
flow of emigrants. Its only general limitation on the 
movement is to try to prevent the loss of too many 
skilled workers in certain categories. Certain restric- 
tions of a monetary nature also apply to residents of 
the United Kingdom emigrating to countries outside 
the sterling area. These emigrants may transfer a 
total of only £1,000 in four annual instalments of 
£250 each. After four years, their nonsterling capital 
may be transferred to them, but only the income from 
their remaining sterling will be sent to them. This is 
meant mainly as a monetary measure and, of course, 
has no effect in restraining persons with little capital 
from leaving. 


The Young Leave Home 


A mass migration would create tremendous prob- 
lems. Traffic facilities would be stretched, as well as 
the ability of receiving countries to absorb the immi- 
grants. Ideally, the emigrants would be drawn pro- 
portionately from each age group—from infants up 
to and including the aged. This, however, is not usu- 
ally the case with free migration, and Great Britain 
would stand to lose a disproportionate number of its 
young from a population that is already rapidly 
aging. The more productive groups would thus be 
depleted. In fact, a shortage of certain types of labor 
already exists, causing the government to request 
22,500 immigrant workers from the International 


1, W. Notestein, “Future Population of Europe and the Soviet 
Union,” League of Nations, 1944, pp. 246, 252. 


Labor Office between May, 1948, and September, 
1949. It is estimated that 50,000 workers were admit- 
ted to the United Kingdom up to May, 1948, under 
the scheme of recruitment of European voluntary 
workers. 


Birth Rates in the United Kingdom, 1870-1948 
Sources: Central Statistical Office, London; United Nations 
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Although it is argued that emigration should be 
encouraged in order to release some of the pressure 
of the population concentration, some actions of the 
government are having the direct effect of helping to 
maintain a high birth rate. A reduction of the eco- 
nomic burden of parenthood, one aim of socialized 
medicine in Great Britain, undoubtedly has a stimu- 
lating effect upon the birth rate. This stimulation was 
also present, to some extent, during the war when 
preferences were given under food rationing to preg- 
nant mothers and young children. This program is 
still in effect to a limited extent. Certain subsidies 
for children have the same effect today. 


Rate Likely To Go Down 


It seems doubtful, however, on the basis of past 
trends and the present situation, whether the current 
high fertility rates will.continue for any appreciable 
time. The birth rates of the near future have, to 
some extent, already been determined. The child- 
bearing groups of the next two decades are already 
living and in this case represent the smaller numbers 
born during the periods of low birth rates. 


JosePH S. ZEISEL 
Division of Business Economics 
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The Trend Toward Shorter Hours 


ABOR has again begun to discuss and press 
toward a shorter work week, and the thirty-hour 
work week may well become a center of controversy 
should unemployment continue to rise. This demand 
for shorter work schedules rests on the long dormant 
arguments of growing technological displacement, 
the necessity of spreading the work, and the desire for 
more leisure. 

As early as October, 1945, William Green of the 
American Federation of Labor was already voicing 
the familiar slogan that “so long as there is one man 
who seeks employment and cannot find it, the hours 
of labor are too long.”? In a speech in Chicago at that 
time, the president of the American Federation of 
Labor termed the six-hour day and thirty-hour week 
an “economic necessity” if workers are not to face 
a serious unemployment problem. The reduced work 
week was to him the “only practical method” to dis- 
tribute work in the immediate postwar depression 
which labor envisaged at that time.® 

But the depression did not materialize and atten- 
tion was soon turned to the desirability of increasing 
work schedules. Longer hours, it was felt, and the 
consequent increase in production, would act to 
dampen inflation. Even Mr. Green voiced his ap- 
proval of such schemes while maintaining his long- 
term interest in the basic forty-hour week until a 
shorter one became necessary,* Actually, the basic 
work week was never altered. The accompanying 
table gives some indication of the widespread ad- 
herence to the forty-hour week and in a few cases to 
even shorter schedules. 


SHORTER WORK WEEK SUGGESTED 


In recent months, however, as soft spots began to 
appear increasingly in various sectors of the economy, 
union leaders and economists started again to advo- 
cate a shorter work week. 

One of the major pronouncements on this topic was 
recently voiced by John L. Lewis. Appearance of 
large stocks of bituminous coal> and the shutting 


1A more comprehensive analysis of the shorter work-week move- 
ment and the arguments presented, pro and con, will be discussed 
in a forthcoming Conference Board Report on the economics of the 
work week. 


*Samuel Gompers, “American Federation of Labor, Proceedings 
1887,” p. 10, as quoted in Millis and Montgomery, ““Labor’s Progress 
and Problems,” p. 494. 

’From a speech by William Green, The New York Times, October 
26, 1945. 

‘The New York Times, January 23, 1948. 


5Which mine operators attributed to the unseasonably warm 
weather. 


down of several marginal mines which had been 
pressed into service to meet wartime demands caused 
him to declare: 


“So next year, in 1949, or at any other time, when evil 
days come upon this industry, you will find the United 
Mine Workers of America moving in, and if there are only 
three days’ work in this industry we will all have three 
days’ work . . . if we are going to starve in this industry 
at any time we will just all starve together.” 


Last year, at its annual convention the American 
Federation of Labor authorized a study of the prac- 
ticality of the thirty-hour week and the proper time 
for its introduction into industry. A Shorter Work- 
Day Committee, headed by the president of the Inter- 
national Brotherhood of Electrical Workers, Daniel 
W. Tracy, was established. This AFL group is study- 
ing the economics of a reduced work schedule in order 
to “be prepared to move toward a shorter work week 
when the Marshall European Recovery Plan and the 
rearmament program are no longer sufficient to carry 
[labor] along.’ 


TECHNOLOGICAL UNEMPLOYMENT 


Current arguments are largely reiterations of the 
spread-the-work philosophy which dominated think- 
ing in the Thirties. During that period, persons sought 
panaceas for the large-scale unemployment and the 
low state of business activity. The proponents of re- 
ductions in the hours of work argued® as follows: 

1. The rapid development of technology caused the 
displacement of workers by machines throwing people 
permanently out of work. 

2. Technological change and rising productivity 
should provide the basis for greater amounts of lei- 
sure time. Greater leisure would in turn permit the 
nation to consume the greater output made possible 
by advances in technology. 

3. Shorter work schedules have a beneficial effect 
on the health and morale of workers and hence on 
productivity. It is argued that when hours of work 
are reduced, management, as well as labor, stands to 
gain in higher output per man hour and reduced unit 
costs. 

1United Mine Workers Journal, Nov. 1, 1948, p. 5. 


2From a speech by Daniel W. Tracy. The New York Times, January 
3, 1949. 

3For brief discussions of the arguments for and against a shorter 
work week, see Millis and Montgomery “Labor’s Progress 
Problems,” pp. 488-516, and Marion Cahill “Shorter pnt ek ll- 
21. An excellent critique of the shorter work week introduced under 
the NRA is presented in Charles F. Roos’ “NRA Economic Planning,” 
pp. 101-153. 
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What did the critics of these arguments say about 
their validity? 

1. Opponents of the spread-the-work argument 
contended that labor-saving devices, by increasing the 
efficiency of labor and hence productivity, created ad- 
ditional purchasing power and aided in the develop- 
ment of new industries, particularly in the service 
groups, which would absorb the temporarily dis- 
placed workers. Furthermore, shorter hours at the 
same weekly compensation, it was felt, would increase 
labor costs which would in turn be reflected in higher 
prices. 

Higher wages, lower prices, and improved profit 
margins should be the products of improved technol- 
ogy. The benefits of improved methods of production 
are thus shared by labor, capital and the consum- 
er. Shorter hours as a means of maintaining stability 
and balance in a given industry can only be consid- 
ered relative to the prevailing wage-price-profit 
trends. Otherwise it would entail over-all reductions 
in the standards of living instead of creating jobs and 
restoring higher employment. 

2. Granting that more leisure is a desirable end, 
the question which then arises is whether with shorter 
hours there will be sufficient labor input to produce 
the quantity and kinds of goods necessary for pro- 
gressive living standards. Chairman Nourse, of the 
President’s Council of Economic Advisers, recently 
offered this comment on the problem of leisure vs. 
work and production: 

“Our analysis [made while Mr. Nourse was with The 
Brookings Institution] of the productivity of our work 
force and establishment doesn’t lead us to believe that 
thirty hours of work will produce as much as the worker 
will expect and want from 
his working time. I am very 
much concerned that the 
labor groups talk about a 
further reduction in hours 
before they find out whether 
less than forty hours’ work 
will produce the things 
which they expect to enjoy. 
I think that is one of the 
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great questions that we are Total firms reporting............ 


going to have to face.” Hours a day 
3. Lastly, does empirical 


evidence justify the pro- 


ductivity argument that Overs, 
No answer. 4, .28.. PSeeE..... 
shorter hours tend to cause meee 


increased output? The Bu- 
reau of Labor Statistics 


recently released a volume 34 SMSC NES a 
of case studies relating eres © eee aaa 
hours of work to output. Noins wer tc te bUscice as » 
The conclusion reached on Torat.. 


1United States News and World 
Report, December 31, 1948, pp. 


ewer LOAN 7 cece occu eect 


the basis of those studies was that generally speaking 
shorter hours yielded higher output per worker.' How- 
ever, these investigations were conducted primarily 
during the war when patriotism provided the neces- 
sary stimulus to higher output. Secondly, distortion 
is caused by the use of incentive payments in most of 
the cases studied. Thus when hours of work were re- 
duced the method of wage payments sparked the 
workers into added production in the hopes of re- 
couping part of the take-home pay lost when the work 
week was shortened. 


WORKER FATIGUE A FACTOR 


The assumption of a high or perfect correlation be- 
tween shorter hours and greater output per hour 
worked often leads to incorrect interpretations of the 
results. Among the variables to be considered are 
management’s reaction to shorter hours—through the 
provision of improved plant and equipment and bet- 
ter techniques; and the type of operation—whether 
operator paced or machine paced. Below certain 
levels of hours, worker fatigue from long working 
schedules no longer plays a dominant role in deter- 
mining efficiency. There is fairly wide agreement 
that no marked gains in worker productivity would 
arise if working schedules were reduced below the 
present norm. 

Furthermore, if this productivity argument is pre- 
sented concurrently with the make-work argument, 
they tend to cancel out. For if workers can produce 
the same daily or weekly volume of goods, or in many 
cases a larger output, during a shorter schedule, this 


1United States Department of Labor, Bureau of Statistics Bulletin, 
No. 917, “Hours of Work and Output,” May, 1947. 


Work Week in Industry—1948 


Source: THe ConrERENCE Boarp 
In Percentage of Companies Reporting 


Office Workers 


Production Workers 


Other Non- Other Non- 


Public Continuous | continuous Public Continuous | continuous 
Utilities Operations | Operations Utilities Operations | Operations 
Industries Industries Industries Industries 
61 49 62 49 87 
12.1b| 20.4 19.5 
87.9b 77.6 79.3 
shies 1.1 
2.0 ae 
100. 0 100. 0 100.0 100.0 
89.5c¢ 92.7d 85.7 95.4 
oath 7.3d 10.2 3.4 
9.3c iste 2.0 ie 
Lg Ae set aaa 
2.0 Lae 
100. 0 100. 0 100. 0 100. 0 100.0 100.0 


aOne firm schedules some workers six hours and some eight hours. 
a. firms schedule some workers eight hours and some between seven and eight hours, 
firm schedules 80% of its workers five days and 20%, six days. One firm schedules some workers five days and some six days. 


29-30. dThree firms schedule some workers five days and some five and one-half days. 
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reduction in hours would preclude the necessity for 
hiring additional workers. Only if hourly output does 
not increase in proportion to the loss in man hours 
will employment tend to rise. 


RECENT REDUCTIONS IN HOURS 


While there is talk of a thirty-hour week in the 
event of a downturn in business, current negotiations 
for shorter hours concern industries and firms still 
scheduling more than forty hours. Under the Fair 
Labor Standards Act, forty hours was made the norm 
for all workers employed in the production of com- 
modities entering into interstate commerce. Never- 
theless many occupations were specifically exempted. 
The major exemptions cover employees in retail or 
service establishments, seamen, employees of a car- 
rier by air, small newspapers, local transit companies 
and telephone exchanges with fewer than 500 stations 
and agricultural workers and fishermen. In the past 
several years, collective bargaining has brought sched- 
ules in these industries into line with prevailing prac- 
tices. 

On October 16, 1945, Eastern Air Lines became the 
first firm in the air transportation industry to grant 
a forty-hour week to its exempt workers. Believing its 
ground personnel* should benefit by the shorter work 
week prevailing among industrial workers of similar 
skills, Eastern substituted the shorter schedule for 
the former forty-eight hour week. By early 1946 the 
other air lines had adjusted their schedules to the 
pattern set by Eastern. 

A shift to the forty-hour week is also discernible 
in the retail trade. The five-day week for retail em- 
ployees was first instituted in New York City in 19413 
and soon spread to stores in other metropolitan areas 
in the East. After the man-power shortage of the war 
abated, the trend was renewed in 1946. Most of the 
major retail outlets in the larger cities have estab- 
lished some variant of the staggered five-day, forty- 
hour work week and six-day business week. Smaller 
stores in major metropolitan areas are adopting the 
newer schedules to conform to the local pattern and 
to meet competition for labor. According to the Na- 
tional Retail Dry Goods Association, most of the 
smaller cities under 100,000 in population, retain the 
six-day work week. However, it may be expected 
that conversions to the shorter schedule will con- 
tinue. 

Five large department stores and several smaller 
retail shops in Hartford and stores in several other 
New England cities have adopted a five-day work 
week and a five-day business week. Proponents of 


{Bureau of National Affairs, Wage and Hour Manual, Cumulative 
Edition, 1944-45, pp. 445-46, 

*Flying personnel operate under different work schedules. 

David J. Luck, “Store Hours for Shopping Goods Retailers,” 
Business Studies, No. 5. Bureau of Economic and Business Research, 
University of Illinois, 1947, p. 11. 


this schedule claim that the elimination of staggered 
hours reduces direct sales costs, permits time to clean 
up the store and to see salesmen. They also maintain 
that closing up an extra day has not cut into sales. 
As competition in retailing returns, this latter argu- 
ment undoubtedly will be subjected to some very 
practical testing.1 

Transportation is probably the major industry ex- 
empt from the provisions of the Fair Labor Stand- 
ards Act. A few local transit companies have granted 
the forty-hour week to their employees but the prac- 
tice at present is not widespread. However, two re- 
cent decisions by Presidential emergency fact-finding 
boards concerning hours of work may bear heavily on 
the future schedules of many workers whose nominal 
hours now exceed forty a week. 

In 1947, employees of the Railway Express Com- 
pany in New York presented their demands for 
a forty-hour, five-day week, Monday through Fri- 
day with premium payments for Saturday. In sup- 
port of this demand the representatives of the em- 
ployees pointed out that the forty-hour week was 
conventional in most firms in New York City, in- 
cluding those exempt from the Fair Labor Standards 
Act. The company in its turn replied that the nature 
of its business, as a continuous operations industry, 
would render it prohibitive to grant a five-day week 
with penalty pay for all Saturday work, hire the ad- 
ditional workers necessary to man full six-day crews 
and grant the wage increase requested. 


FAVORS FORTY HOURS 


The board appointed to study the points of issue 
between the express company and the union decided, 
in view of the evidence presented, in favor of a forty- 
hour week but on a six-day staggered schedule with 
no penalty pay for Saturday work. Wages were in- 
creased but the augmented wage under the new sched- 
ule was about 9% below that which would have been 
received for a 44-hour week. The board based its de- 
cision primarily on the evidence that similar continu- 
ous operations industries in the metropolitan area 
such as public utilities, trucking concerns and news- 
paper publishing were conducted on a basis similar to 
the proposed staggered schedule. In part, the report 
of the board stated: 


“The effect on the employees is not advanced by the 
board as a reason for refusing the demand. If the de- 
mand for a forty-hour five-day staggered work week re- 
flects the almost standardized practice of metropolitan 
continuous operations, and it does; if the vast majority 
of organized metropolitan employees enjoy more advan- 
tageous hours, as they appear to do; if the analysis . . . 
proves that the forty-hour five-day work week is feas- 
ible for the agency, and if the local unions that have 
weighed the cost are prepared to pay the price, then the 


'Tbid., pp. 12, 13. 
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need for an adjustment to pervasive local custom becomes 
compulsive and the failure to provide such an adjustment 
would result in the continuous pressure that accompanies 
the frustration of a legitimate desire.’” 


A similar problem was encountered by a Presiden- 
tial emergency board created to investigate the dis- 
pute between the railroad carriers and the nonoper- 
ating employees. The dispute centered on a forty- 
hour week Monday through Friday, a general wage 
increase and changes in working rules. 

The employees believed they should be granted 
the forty-hour week on social, ethical and economic 
grounds. They claimed it was unfair and unethical 
to keep railroad employees on a six-day, forty-eight- 
hour week when the five-day forty-hour, Monday 
through Friday work week was the benchmark of 
American industry as a whole. Moreover they feared 
technological unemployment as a result of the in- 
creased productivity—both past and prospective—in 
the railroad industry. Furthermore they contended 
that when working hours were reduced in the past 
productivity promptly improved and that, if the new 
requests were granted, workers’ health and efficiency 
would be enhanced and their contributions to society 
would increase.” 

The carriers took the position that the shorter work 
week was simply a request for higher wages and not 
more leisure. They offered evidence to show that the 
reduced work week would be economically and prac- 
tically unfeasible under present conditions. The car- 
riers challenged the merit of the unions’ contention 
that future productivity increases, which would jeop- 
ardize jobs, could be predicted. Moreover, they urged 
that a 48-hour work week, rather than a shorter one, 
had been found to be most efficient. 

The cost of an innovation in working schedules 
such as requested by the unions was prohibitive, it 
was contended, and the problem of an adequate labor 
supply to effectuate any reduction in hours was con- 
sidered acute. 

Following a line of reasoning similar to the one fol- 
lowed by the fact-finding board in the Railway Ex- 
press case the emergency board recommended a 
staggered forty-hour five-day week for the employees. 

“This pattern [40 hours] is extremely impressive in it- 
self as a sound basis for including the railroad industry 
within its scope. The railroads now stand out as a strik- 
ing exception.” 


And in discussing the carriers’ position: 


“Tt is deemed unnecessary and inappropriate at this 
late date to inquire into the theoretical advantages or 
disadvantages of the forty-hour week. It is now firmly a 


1Report to the President by the Emergency Board (NMB Case 
A-2684) New York, New York, Jan. 15, 1948, p. 30. 

*Report to the President by the Emergency Board (NMB Case 
A-2953) Washington, D. C., December 17, 1948, pp. 5-8. 

3]bid., p. 12. 


part of our national industrial policy. . . . The board is 
therefore convinced that the equities of the situation 
strongly favor the proposition that these employees 
should be granted a forty-hour work week with present 
forty-eight-hour earnings maintained.’”* 


Thus, the justification for shortening the work 
week to forty hours has been to eliminate the inequi- 
ties between workers in various industries and serv- 
ices. Passing notice has been taken of the economic 
and social arguments presented by each side, but the 
compelling reason given was ethical. 


FEW PRECEDENTS 


Any future demands by labor for a reduction in 
hours below the present norm of forty will find little 
supporting evidence on the basis of precedent. A few 
firms and industries have been successful in using a 
shorter schedule, usually a thirty-five-hour, five-day 
week, but the number is small. Among the most im- 
portant of these are the branches of the rubber in- 
dustry located in and around Akron, Ohio, and sev- 
eral of the leading glass manufacturers. The Typo- 
graphical Union has won for its employees in New 
York City a 3614-hour week. Workers for the state 
of New York have been on a five-day week of 3714 
hours since September, 1946,” as are workers for sever- 
al other state governments. 

An interesting sidelight on the use of the shorter 
week as a means of spreading the work is provided 
in several contracts in the textile industry where pro- 
vision is made for the shortening of hours to thirty- 
two a week before full-time workers are laid off.’ 
Machinists in New England printing shops enjoy a 
similar provision in their contract.t The accompany- 
ing table shows that a reasonable number of firms 
grant their office workers a shorter day than eight 
hours with most of these on a five-day week. 

Notwithstanding these cases, a work week of less 
than forty hours is not common in American in- 
dustry. While a few unions, such as the American 
Union of Telephone Workers, seek shorter hours on 
the ground of mounting technological displacement 
of workers it may be expected that most requests for 
working schedules of less than forty hours will be 
based on the spread-the-work argument. Economic 
justification for these expected demands has as yet 
not been forthcoming. 


Hersert R. BrinBera 
Division of Business Economics 


1[bid., pp. 18, 15. 

2The New York Times, September 20, 1946. 

This procedure is not inflexible. At times alternating work schedules 
are adopted providing a full week’s work to each worker but rotating 
each week or two with the other workers. The unions also express 
a willingness to consult with management on any plan they may 
suggest to ease unemployment. 

4Bureau of National Affairs, Labor Relations Reporter, June 16, 1948, 
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Business Forecasts 


Stanley C. Allyn, president, National Cash Register Co. 
(National Marketing Conference, Chamber of Commerce of 
the United States, March 9)—‘‘The pattern for business in 
1949 is about like this: We are in a period of business cor- 
rection, but it will not spiral into a major recession or 
major depression. However, we are definitely in a buyers’ 
market.” 

Ewan Clague, Commissioner of Labor Statistics (in ad- 
dress to Economic Club of Detroit, February 21) —“It does 
not now look as if this is the beginning of a price collapse 
like that of 1920. . . . We may expect an increase of about 
2% to 3% between now and September” in retail food 
prices. 

Bradford B. Smith, economist, United States Steel Cor- 
poration (round table, Congressional Joint Economic Com- 
mittee, February 16)—‘““We are faced sometime in the 
future with . . . the return to normal. I do not think 
we are in for a serious deflation. Such analyses as I have 
made would indicate that the abundant crops are the omen 
of further inflation later on.” Business activity will stay 
high in the immediate future. 

Donald B. Woodward, second vice president, The Mutual 
Life Insurance Co. of New York (round table, Congressional 
Joint Economic Committee, February 16) —‘“We have a very 
good prospect of reasonably good times for a long period 
ahead—within the area of moderate readjustments. The 
inflationary forces have largely spent themselves.” There 
will be a “slight moderate decline in the cost of living this 
year.” 


John W. Snyder, Secretary of the Treasury (in address, 
National Press Club, February 23) —“We are in interesting 
transition times” and despite evidence of some soft spots, 
“the trend is toward continued prosperity.” 

Leon H. Keyserling, vice chairman, Council of Economic 
Advisers (statement before Joint Committee of Congress 
on the Economic Report, February 8) —‘Inflationary forces, 
working their evil but as yet unfulfilled purposes, are still 
vigorous in many parts of the economy and still predominant 
in some very important parts. To stop worrying about 
rising and excessive prices in some areas of the economy be- 
cause employment and demand may be softening in other 
areas would be to neglect the real problem of inflation just 
when it becomes most dangerous.” 


Henry J. Simonson, Jr., president, National Securities & 
Research Corporation of New York (in address, investment 
dealers, Chicago, February 21)—“I expect a moderate decline 
[in the next six months]. I do not expect a serious recession 
or depression, but more of a transition period.” Opinion of 
research staff on trend of our economy for the next six 
months—Industrial production not expected to decline more 
than 8%; wholesale prices will likely decline 6% to 8%; 
consumers prices are expected to decline 6% to 8%; retail 
trade off about 7% to 10%; earnings assets of banks will 
remain unchanged. 


Frank Rising, manager, Automotive and Aviation Parts 


Manufacturing Association (in address, Automotive Tool 
and Die Association, February 8) —‘Economically, we aren’t 
booming any more, but that doesn’t mean that we are go- 
ing into a tailspin. The boom has turned downward in one 
line after another . . for the majority of us and the 
economy as a whole, it is good.” 


Marcus Nadler, New York University (in address, Ameri- 
can Bankers Association, February 8)—‘“It is fairly certain 
that a severe decline in business activity cannot take place 
during the next twelve months, partly because of the farm 


policy . . . partly because of large government expendi- 
tures . . . partly because of the European Recovery Pro- 
gram .. . and partly because liquid savings in the hands 


of many individuals are still large and increasing. 


Dexter M. Keezer, economist, McGraw-Hill Publishing 
Company (round table, Congressional Joint Economic Com- 
mittee, February 16)—“We will have a year of high busi- 
ness activity in 1949. . . . I think certainly that the post- 
war surge of inflation is stayed. Whether this is the end of 
it, I would not tend to say.” 


Standard and Poor’s (March 10)—KEstimates as follows 
for 1949: gross national product (bil. $), 1948—255, 1949 
—255; national income (bil. $), 1948—224, 1949—224; 
industrial protuction (1935-1939=100), 1948—192, 1949— 
185. 


Walter E. Hoadley, Jr., senior economist, Federal Reserve 
Bank of Chicago (in address, University of Chicago Execu- 
tive Program Club, February 8)—“The best prospects now 
seem to be that prices generally will follow a leveling to 
slightly declining trend during 1949. Neither a sharp in- 
crease nor an abrupt drop appears probable. Most upward 
price pressure remains in metals, utility rates and some forms 
of freight transportation. The price trend in foods is down- 
ward.” 


Lewis H. Brown, chairman of the board, Johns-Manville 
Corporation (in address, Purchasing Agents Association of 
New York, February 15)—“Total industrial production 
at the top of the next boom, which might or might not 
come around 1960, could be about 30% greater than in the 
boom year 1948. Output per man hour in manufacturing 
could be 25% greater by 1960 under normal advances and 
it could even be from 50% to 60% greater if we take into 
account the present unprecedented capital investment boom 
and further mechanization in the years ahead. Employment 
in nonagricultural establishments, in agriculture and in the 
armed forces should be about 64 million in 1960. With a 
total working force of 66 million, this would allow for two 
million being normally unemployed.” 


Paul S. Willis, president, Grocery Manufacturers of 
America (press statement, March 7)—‘Lines handled by 
food brokers should be in good demand most of the year and 
sales gains on individual lines are possible.” 


Arthur W. Lutz, president, National-American Whole- 
sale Grocers’ Association (press statement, March 7)—“In 
summarizing the canned fruit and vegetable situation, I 
cannot see how those prices can be reduced much below 
the 1948 basis. I foresee no hazard in our normal pur- 
chasing of canned goods.” 


Ambrose E. Stevens, vice president in charge of sales, 
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Vacuum Foods Corp. (press statement, March 7)—“The 
frozen food industry has emerged from a severe two-year 
struggle with postwar readjustments and now stands in a 
stronger, more favorable position than it has enjoyed at 
any time since 1941.” 


Industry Forecasts 

James I. Gorton, promotional manager, Gas Appliance 
Manufacturers Association (February 7)—‘As_ regards 
ranges, we shall be (in 1949) 50% ahead of the five-year 
prewar average of 1,571,000 units annually in the period 


from 1936 through 1940. Water heater shipments this year 
will exceed the average of 420,000 for the same period by 
well over 100%.” The Association now regards the 1936- 
1940 interval as a “realistic” base period, 


International Harvester, annual statement (February) 
—‘Since farmers’ buying is strongly influenced by the 
trend of farm commodity prices, we seem likely to have a 
buyers’ market, at least for many of our products, in 1949.” 


Rose Namicu 
Division of Business Economics 


Earnings, Hours and Employment Trends 


HE employment decline in January was the sec- 

ond largest in postwar history. But the actual 
number of workers on manufacturing pay rolls at the 
outset of this year stood well above the low point 
recorded since V-J day. The latest estimate, prepared 
by the Bureau of Labor Statistics, was 12,665,000— 
almost 25% higher than in February, 1946, when this 
low point occurred. Over the month, the level has 
dropped 3%; over the year, 3.7%. 

In the current January survey, the umber and 
food industries suffered the greatest cutbacks, fol- 
lowing seasonal declines and unfavorable weather 
conditions. Only two industries—leather and automo- 
biles—deviated from the downward pattern. Turn- 
of-the-year demands for new car models stimulated 
production in the major plants and caused employ- 
ment to rise to last January’s level. Labor turnover 
data, currently available only through the end of 
1948, show a decided increase in layoffs between No- 
vember and December—from 1.4 to 2.2 per 100 work- 


ers. They prevailed with similar intensity in both 
the durable and nondurable divisions and reached the 
highest level for any December since 1939. However, 
total separations in all manufacturing combined 
showed a milder change (from 4.1 to 4.3 per hundred) 
because the number of quits diminished during this 
period, in line with preholiday patterns. 

Despite over-all declines in employment levels 
and working hours, average hourly earnings of pro- 
duction workers continued to move upward. A new 
peak of $1.384 was reached in January, almost 10 
cents above the all-manufacturing level of a year ago. 
Since the wartime peak of January, 1945, earnings 
have risen more than 32% while the length of the 
work week, with a proportional change in overtime 
payments, has been reduced 13%. Production work- 
ers’ hours averaged 39.6 a week in January, the lowest 
since V-J day. 

ExizasetH M. CaAseELLi 
Statistical Division 


EARNINGS, HOURS, EMPLOYMENT, PAY ROLLS, PRODUCTION WORKERS, MANUFACTURING INDUSTRIES 


Source: 


Bureau of Labor Statistics 


All Manufacturing Industries 


Durable Goods Nondurable Goods 


Date Indexes 
Aver: Avera; Aver: 1939 Average =100 Average Aver: Aver: Aver: Aver Aver 
Hourly Weekly Weekly Hourly Wee! Wee Hourly Weekly Weekly 
Earnings Earnings Hours Earnings i Earnings Earnings Hours 
Employment] Pay Rolls 
1947 December.......- $1.278 $52.69 41.2 161.9 365.7 1 $56.48 41.7 $1.196 $48.72 40.8 
1948 January.......... 1.285 52.07 40.5 160.5 358.7 ae 55.46 40.9 1.210 48.45 40.0 
epruary:..5>./s.)' 1.287 61.75 40.2 159.5 354.1 q. 54.77 40.5 1.217 48.56 39.9 
BgCTLS. |. Saka, 1.289 52.07 40.4 160.3 358.4 7 55.25 40.9 1.220 48 .66 39.9 
17 i OR A 1.292 51.79 40.1 156.1 847.1 as 54.96 40.5 1.220 48 .33 39.6 
BY onssc a caesees 1.301 51.86 39.9 155.5 346.7 iy 54.81 40.1 1.230 48.65 39.6 
Sa ee 1.316 52.85 40.2 158.2 359.0 ‘lis 56.13 40.5 1.242 49.37 39.8 
{DING eee ace eme 1.332 52.95 39.8 158.5 360.0 11 56.21 40.0 1,252 49.49 39.5 
August. . 1.349 54.05 40.1 161.7 8374.7 | be 58.19 40.7 1.262 49.79 39.5 
September........ 1.362 54.19r 39.8 164.6r $82 .2r iW 57.95r 40.0 1.272 50.37r 39.6 
OStObEer ciier ses «6 1.366 54.65r 40.0r 163 .3r $82 .9r se 59.41r 40.9 1.2714 49.70r $9.1 
November 1.371 54.57 39.8 161.5 379.0 1.454 58.71 40.4 1,282 50.19 39.2 
December........ 1.376 55.10 40.0 159.4 377.8 1.457 59.40 40.8 1.286 50.51 39.3 
1949 Januaryp.........- 1.384 54.77 39.6 Loa 6 AG a res 1.463 59.26 40.5 1.296 49.98 38.6 
pPrcliminary estimate. rRevised 
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HOW U. K. IS COMING THROUGH— 


INDUSTRIAL_PRODUCTION 
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1. factories in the u.k. are producing 
more than they did before the war. last 
year they turned out 15% more units than 
in 1937 while we made 75% more goods. 


WHOLESALE PRICES AND THE COST OF LIVING 
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2. since the war, prices have increased 
slower in the u.k. than over here. in eleven 
years living costs have risen less than 
here, wholesale prices about the same. 
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3. a larger proportion of the labor force in mid-1948 was at work in the united kingdom than 
in our country. relatively more nonagricultural workers held factory jobs over there than 
here—perhaps as a result of the push for production for export. some may have been drawn 
from less populous trades and services; relatively more than here were in the armed forces. 
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—IN THE BATTLE FOR SURVIVAL 


MARSHALL PLAN AID TO UNITED KINGDOM 


MILLIONS OF DOLLARS, CUMULATIVE, APRIL 3,1948 - JANUARY 31,1949 


AUTHORIZATIONS AND SHIPMENTS OF SELECTED COMMODITIES 
BREAD GRAINS AUTHORIZATIONS 


SHIPMENT 
NONFERROUS METALS AND PRODUCTS P 
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4. in nine months, erp goods earmarked 
for the u.k. about equaled u.k.’s gold 
and dollar drains in first half of 1948. 
Three fourths of goods have been shipped. 
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5. real income per capita was lower in the 
u.k. in 1946 than before the war. ours was 
higher. widening since 1938, the gap in rela- 
tive well-being had not closed any by 1947. 
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How Taxes Affect Executive Incentive 


AVE high personal income taxes impaired execu- 
tive incentive? One hundred and fifty top in- 
dustry leaders answering that question in this month’s 
survey of business practices are evenly split. Fifty 
per cent maintain that the possession of the inherent 
qualities of a good executive has kept executive effort 
from being affected adversely by taxes. The remain- 
der cite specific examples of incentive impairment— 
lessened drive, refusal to take on added responsibility 
and requests for assistants to ease the work load. 
Taxes are also reported to have affected retirement, 
but instead of earlier retirement, as desired by many 
executives, there is a trend toward deferred retire- 
ment so that men may accumulate capital on which 
to live after their withdrawal from business. This 
inability to save has also resulted in an inclination 
toward self-employment on the part of executives. 
The seriousness of incentive impairment is exemplified 
by the reported efforts of most companies to provide 
added incentives in the form of pension, retirement 
and bonus plans, although there are still a few organi- 
zations which depend solely on nonfinancial incentives 
to keep up their executive morale. 


EXECUTIVE DRIVE STILL APPARENT 


Many of those executives who feel that incentive 
has not been impaired point to such intangibles as 
pride of accomplishment, ethical standards and loy- 
alty as “being sufficiently powerful to obscure any 
loss of incentive.” One cooperator sums up his atti- 
tude in this manner: “The fact remains that an exec- 
utive is an employee and, as such, it is expected that 
he give his best efforts to carrying out the duties of 
his position.” 

Another cooperator asked a top executive in his 
company what effect taxes had on incentive and re- 
ceived, as part of the reply, this comment: 


“As men achieve positions approaching or within top 
management in industry, they inevitably fall heir to 
certain obligations within their businesses or communities, 
and failure to measure up to these obligations is a re- 
flection not only on the individual but on the organization 
he represents.” 


A number of the businessmen who feel that execu- 
tive incentive has not been impaired comment on the 
measure of relief afforded by the 1948 joint declara- 
tion of income. The new provision was, they indicate, 
a morale booster for executives and one even stated 


that “the 1948 rates are safely below the danger level 
of seriously handicapping incentive.” 

A few cooperators state flatly that not only has 
there been no loss of incentive among their executives 
but, should their top men reduce their efforts at any 
time in the future, they would be relieved of their 
responsibilities. These correspondents also feel that 
new blood in the corporation would be the answer to 
such a situation. 


LOSS OF INCENTIVE EVIDENT 


On the other hand, half of those reporting believe 
incentive has been impaired. One top executive, for 
example, reports that he knows of no better and spe- 
cific example of the effect of high taxes on executive 
incentive than his own particular case. “Even despite 
the relief granted in the present tax law by way of 
the split-income provision,” he declares, “my top tax 
bracket is 78%. What possible incentive can there 
be to add to one’s earnings when the government 
takes four fifths of such increased earnings and leaves 
you only one fifth?” 

Another cooperator, after conversations with his 
associates, reports that the income they earn after the 
first two months of each year is split 80% for the 
government and 20% for themselves. He goes on to 
point out that this does not contribute to executive 
drive as “such men can do far less work with no great 
loss of income as a result.” Still another executive 
observes that he only enjoys the income from the 
work he performs in the first four months of each 
year as the rest of his earnings are taxed away by 
the government. 


Lessened Drive 


Reports reveal that because of high personal in- 
come taxes there has been a growing disposition on 
the part of some top executives to limit their hours, 
to reduce the intensity of their own efforts, and to 
request assistants to share their work load. The fol- 
lowing report is an illustration: 


“An executive in his fifties, earning approximately 
$50,000 a year in salary plus 5% of net income, decided 
that the mental and physical strain and hazard to his 
health was not justified by the retained portion of his 
earnings. Consequently, he persuaded the directors to 
reduce his salary and profit sharing one-half and to trans- 
fer a substantial part of his duties and responsibilities 
to an assistant.” 
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Loss of incentive is also evidenced by the frequent 
observation of cooperators that top executives often 
are reluctant to take on added responsibility even 
when a substantial raise in salary is involved. The 
following statement of one correspondent is typical: 
“As the increment of personal income, after taxes, 
grows smaller and smaller under graduated income- 
tax rates, the added executive effort, responsibility 
and nervous strain hardly seem worth the financial 
return.” “In one instance,” states another company 
executive, “a prospective official, otherwise in full 
agreement with our proposals, refused our offer of a 
position with additional responsibilities and an in- 
crease in salary when he calculated that, after taxes, 
he would be doing the added work for less than a jani- 
tor’s wages.” The point is also made that “executives 
who lose the incentive to take on larger responsibili- 
ties usually lose the incentive to improve their current 
positions unless their job is endangered.” 

The tendency to shirk added responsibility is par- 
ticularly noticeable among the younger men who, 
according to cooperating executives, “have not gotten 
into the groove of long hours and intense effort.” A 
number of cooperators express concern over the effect 
which present tax policies are having on younger men 
who are potential executives. They believe that 
junior officials are adopting a “what’s the use?” atti- 
tude. 

Loss of incentive and growing reluctance of execu- 
tives to assume responsibility have retarded expan- 
sion development in some concerns. A few executives 
report that since their top men are unwilling to accept 
an increasing work load without commensurate finan- 
cial return, proposals for expanding the business or 
acquiring new units are greeted with little enthusiasm. 
They also point out that expansion plans are being 
delayed by high corporate taxes, adding that “the 
risk and effort involved in new enterprises are not 
easily compensated for and the net return is low, even 
when salaries are raised accordingly.” 


Early Retirement 


One industrialist writes: “I have a number of ac- 
quaintances who have retired from business because 
they have learned from actual experience that they 
were no better off financially at the year end than 
they were in the beginning of the year.” The majority 
of the cooperators in this month’s survey report, how- 
ever, that although they find no increased tendency 


For a more detailed discussion of pension and de- 
ferred profit sharing plans for executives, see Studies 
in Personnel Policy, No. 90, ‘Profit Sharing for Execu- 
tives”’ and No. 61, “Trends in Company Pension Plans.”’ 
Also see ‘‘Profit Sharing for Employees and Executives,” 
The Conference Board Management Record, January, 
1947, p. 388. 


for their top executives to retire earlier because of low 
take-home pay, they do believe that these men desire 
earlier retirement. Companies with pension and re- 
tirement plans are finding that some of their execu- 
tives compute the benefits due them when they reach 
sixty and make an attempt to put their personal fi- 
nances in order so that they may retire at that earlier 
age instead of at sixty-five. They are often deterred, 
however, because early retirement generally means 
less retirement income. 

Another notes that early retirement is a serious 
economic loss: “The unfortunate aspect of early 
retirement is that, while no great damage is done to 
the individual, society has been deprived of the con- 
structive effort of a man of ability.” 


Leaning Toward Deferred Retirement 


The inability of the individual to save and build 
up an estate is pointed to as one of the most drastic 
and far-reaching results of high personal income taxes. 
By eliminating the opportunity to accumulate any 
appreciable savings, it is felt that earlier retirement 
has been restrained. “Even with modest savings and 
conservative investments,” one executive explains, 
“the high cost of living prevents a man from produc- 
ing an income sufficient to maintain himself and his 
family at anywhere near the standard of living which 
his position required while in active business.” 

So, instead of early retirement, the survey reveals 
that there is a tendency toward deferred retirement. 
One organization admits it makes a definite attempt 
to keep men on after retirement age, if they request 
it, so as to permit them to accumulate additional sav- 
ings on which to live after retirement. 

Correspondents believe that the inability to save 
under the present tax burden has resulted in an in- 
creasing executive interest in pensions and retirement 
plans. As one puts it: “This may well mean execu- 
tives are gradually adopting the attitude of the sacri- 
fice of high potential income in return for security and 
pensions.” 


Trend to Self-employment 


Another effect of high personal income taxes is an 
increasing tendency for men to go into business for 
themselves. Often they set up companies to distribute 
the goods produced by the organization which for- 
merly employed them. Self-employment has several 
advantages which may include charging to business 
expenses such items as the operation of cars, enter- 
tainment and vacations; the opportunity to accumu- 
late some capital, or personal estate, through reinvest- 
ing earnings; and the opportunity to derive consider- 
able ultimate income from capital gains. 

Other cooperating executives express the opinion 
that although many of the men may desire to estab- 
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lish a business of their own, they hesitate to do so 
“for they feel that they would face practically the 
same tax problems in their own business that they do 
in their present positions and they are reluctant to 
assume the risks that are necessary to start any new 
business under the present tax load.” 

A further economic consequence of high personal 
taxes is observed by cooperators who contend that the 
high cost of living combined with high taxes leaves 
little balance for savings and reinvestment. In view 
of this, a fear is expressed that the resultant reduction 
in risk capital will ultimately lead to a stagnation of 
industry, for “it has generally been the excess earn- 
ings which successful men have reinvested in new 
enterprises that have increased the demand for labor. 

. . Now that men are forced to accept a compe- 
tence in lieu of savings, to place security ahead of 
everything else, the incentive to take a justified risk 
is, to a great extent, lost.” 


EXECUTIVE INCENTIVE PROVISIONS 


Most reporting companies have found it desirable 
to institute plans designed to induce added effort, 
improve individual performance, aid the executive in 
building an estate, and help supplement the amount 
of money an individual actually retains from his sal- 
ary. These plans run the gamut from a direct appeal 
to the executive’s pride in himself and his company to 
a plan whereby the executive is put on a retainer after 
retirement with promise of supplemental income in 
payment for continuing consultation. 


Retirement Benefits 

Retirement benefit plans have become widespread 
because not only do they give greater security to 
executives by assuring income after retirement but 
they are advantageous to the executive as the com- 
pany’s contributions are not considered taxable in- 
come to employees until they are made available to 
them. For these reasons, one company substituted 
a retirement pension plan for a cash bonus plan. The 
prevailing attitude was summed up by one cooperator 
in this way: 

“For a corporation, the solution to executive incentive 
consists of trying to establish nonfinancial incentives and 
of means of deferring income. We, for example, have in- 
stituted a pension program for certain salaried personnel 
so as to make it financially possible for our executive 
group to retire at the age of sixty-five and hence to take 
the heat off the personal financial situation which makes 
it difficult for an individual to build a retirement fund 
out of current income. Furthermore, we are considering 
a program of deferred compensation utilizing insurance 
contracts that will result in a deferral of a portion of 
current income to retirement years.” 


As pointed out in a ConrereNce Boarp study en- 


titled “Trends in Company Pension Plans” (Studies 
in Personnel Policy, No. 61), under government regu- 


lations an approved deferred profit-sharing plan or 
pension plan may not discriminate in favor of execu- 
tives and highly compensated employees. A plan 
which applies to salaried employees or to those earning 
over $3,000 a year is not discriminatory, but the bene- 
fits must be integrated with the federal old-age bene- 
fit provisions. 


Bonuses 


While cash bonuses have been used to some extent 
as a stimulant for executive performance, they have 
failed to alleviate the situation in recent years, execu- 
tives assert, because of the advent of sharply increased 
tax rates. Many companies, however, continue to use 
bonuses. “For a long time we have had a policy of 
relatively low base salaries and a possibility for high 
supplementary compensation based on company earn- 
ings,” reports one executive. “To minimize the ad- 
verse effects of high personal income taxes on good 
individual earnings in a given year, we have insti- 
tuted a policy of increasing the base salaries over a 
period of years and reducing the possible percentage 
to be earned in bonus. The individual’s taxes will 
more or less average out, but as we pay our bonuses 
in the first quarter of the year ensuing that in which 
it was earned, we will eliminate the possibility of 
paying unusually high taxes in a year that turns out 
to be poor in comparison to the one in which the 
money was actually earned.” 


Stock Options 


Another form of incentive used by a number of 
industries is the stock option. For example, one ex- 
ecutive states: 


“We are making a continuing study of mechanics de- 
signed to result in offering of stock to higher compen- 
sated personnel, within the limits allowable under present 
tax policies. Any offering, however, at substantially less 
than the current market results in a tax problem because 
of the ruling that the difference constitutes taxable in- 
come at current rates and not an application of the 
capital gains rate, when and if the stock is sold. Thus, 
the purchasers of such stock must provide not only for 
the purchase price but must pay a substantial part of the 
difference in taxes.” 


A stock purchase agreement wherein the corpora- 
tion buys the stock back from the participating execu- 
tive at a predetermined price within a given period 
was revealed by another company official. 


Nonfinancial Incentives 


The firm faith which many executives express in 
the inherent fine qualities which lead a man to do a 
good job regardless of high taxes and other irritations 
leads some to insist that they need appeal only to the 
individual’s pride in his work, his ethical standards 
and his loyalty to the organization for which he 
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works. Also, good working conditions, a personal in- 
terest in the executive’s welfare, a salary commen- 
surate with his ability, liberal vacations, and security 
of employment are considered powerful incentives by 
many. 


EFFECT OF PROPOSED TAX INCREASE 


Despite the differences of opinion regarding the 
effect of current taxes on incentive, all the cooperators 
agreed that any further increase in tax rates would 
be a serious additional burden to the individual. But, 
again, a division of opinion was evident concerning 
the effect such increases would have on executive in- 
centive in the future. Those who believed that the 


drive of executives already had been impaired in- 
sisted that higher taxes merely would add fuel to the 
fires of dissatisfaction. On the other hand, the coop- 
erators who reported no loss of incentive among exec- 
utives felt for the most part that such would continue 
to be the case, many believing that the best efforts of 
executives will be directed toward their conduct of 
business no matter what happens to tax rates. The 
remaining executives, however, speculate that, though 
they are not yet confronted with any letdown in effort, 
a higher tax may prove to be the breaking point. 


Barsara R. MAneEss 
G. CuarkK THOMPSON 
Division of Business Practices 


Cost Inflation in the United States 


“Historically, unit labor costs have lagged behind selling 
prices during periods of major change in the price level. 
In the present case the advance in labor costs has exceeded 
that in selling prices, for manufacturing industries as a 
whole. The explanation is to be found, partly, in labor 
shortages and in the strong bargaining position of labor 
during the period of the present survey. This accretion of 
power helped to offset any tendency toward lagging wage 
adjustments; indeed, in some industries it reversed the lag. 
A second factor is the character of the price rise. It was a 
rise that carried foods and other consumer goods up most 
sharply in price. The effects were felt immediately by 
wage earners, and there was consequent immediate pressure 
for relief through higher wage rates. 


“Material costs, as averaged for all manufacturing indus- 
tries, kept general pace with selling prices until 1946... . 
Materials that enter into perishable and semidurable goods 
for human consumption rose sharply between 1939 and 
1946; the heavy materials that enter into capital equip- 
ment and durable consumer goods lagged well behind in the 
general advance. When controls were abrogated in 1946 the 
prices of both classes of materials increased (consumption 
goods more rapidly) and the general index of material costs 
per unit of manufactured product rose relatively more than 
selling prices. Indeed, in this latest stage of the price ad- 
vance, material costs caught up with labor costs (which in 
1946 were at higher levels, relatively to 1939)... . 


“Federal and state income and excess-profits taxes, per 
unit of product, were in 1946 almost four times as high as 
in 1989; in 1947 they were more than five times as high. 
Unit profits after taxes rose some 34% to 1946, 100% to 
1947. The sharp recent advance in profits was scored despite 
the relatively large increases in both elements of direct 
costs. . . . During the last eight years, while direct costs 
and taxes have been increasing sharply, the aggregate of 
overhead costs has made more modest advances; large vol- 
ume has reinforced conditions making for relatively low 
unit overhead costs. This fortunate conjuncture rendered 
business exceptionally profitable, although wages and the 


Estimated Changes in Average Selling Price of 
Manufactured Goods and in Its Major Compo- 
nents, 1939-1947 


Index Per Unit of 
Manufactured Product 


1939 1946 1947 


Selling price Rieiae. Mh enble ceo k es. 100 144 178 
Directecsts.takas s Se. aor dee ee ck 100 151 190 
(Gostror materials: 05. ce fie sens os 100 148 190 
Labor costsstee oe SR RS 100 166 190 
Overhead costs, taxes, and profits........ 100 124 145 


Overhead (excl. income and excess profits 
taxes and proits)sise..ce acess ss ee 
Federal and state income and excess 
PLO tAKes ONES aa cio aecd fc 100 381 547 
Prontss Alter tAkCA a estates cs wor < 100 134 | 200 


100 104 103 


prices of materials were high and productivity gains in 
recent years were low in comparison with past records. 


“Tn interpreting this profit record one somewhat fortui- 
tous factor is to be noted. Rising prices have brought ad- 
vances in inventory valuations that exceed the gains in the 
physical volume of inventories. Such gains from inventory 
valuation adjustments amounted to almost $3 billion for 
manufacturing corporations in 1946. Gains in 1947 were 
lower, but still substantial. If we take account of operating 
profits alone, for manufacturing corporations (deducting 
from given profit figures estimates of inventory valuation 
gains) the index of profits: per unit of product for 1946 
(1939=100) becomes 92, indicating a drop of some 8%. 
For 1947 the index of operating profits per unit of product 
is 163, somewhat less than the index of selling prices of 
manufactured goods. In so far as inventory valuation gains 
are realized by manufacturers, and not canceled by subse- 
quent price declines, the indexes of unit profits (in the 
accompany table) are appropriate measures. If profits 
from operations alone are in question, account must be 
taken of inventory adjustments.—Frederick C. Mills, “The 
Structure of Postwar Prices,” National Bureau of Economic 
Research, Occasional Paper, 27. 
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Business Highlights 


HERE ARE some indications that business and 

prices are stabilizing. These include a decrease in 
the rate of rise in new unemployment and some re- 
covery in the prices of farm products above the lows 
reached in early February. Coupled with these fac- 
tors, are the Easter trade, and the seasonal pickup 
in building. Credit demands in the form of business 
loans have been contracting since the first of the year, 
but the same trend prevailed between January and 
May, 1948. However, there are other factors run- 
ning counter to those outlined above. The coal miners 
“memorial holiday” resulting in the loss of employ- 
ment and income to thousands of miners, railroad and 
other workers, is a case in point. 

Moreover, prices continue to drift lower, with most 
of the softness spreading within the nonagricultural 
group of commodities. 

While some of the workers furloughed from the 
railroad car building and repairing shops are return- 
ing to work others are being laid off. 

Initial claims for unemployment insurance com- 
pensation which began to level off in late January, 
are now contracting. Initial claims for insurance dur- 
ing the week ended February 26 totaled 293,575. 
While the smallest number in any week since the be- 
ginning of the year, it is still almost 122,000 (or about 
70%) larger than a year earlier. (See Table 1.) 

An improving steel supply situation was instru- 
mental in influencing the General Motors Corporation, 
Chrysler Corporation, Ford Motor Company and the 
Studebaker Corporation to raise their sights on car 
production this year. The Studebaker Corporation 
plans to boost output about 21% and about 1,800 new 
employees are to be added to the company’s pay roll. 
Contracts awarded by the armed services are also 
exerting a bolstering influence on employment at the 
manufacturing level. 

Unemployment in February reached 3,221,000, 
which is an increase of 555,000 over November and 
the highest since the end of the war. As of February, 
1949, the unemployment figure was about 582,000 
above the 2,639,000 persons unemployed in February 
last year. 

A drop of about 475,000 in the number of workers 
employed in nonfarm industries accounted for the 
major part of the increase in unemployment. The re- 
mainder came from a rise in the number of persons 
seeking work, such as the entry of students into the 
labor force after the end of the fall term. 

As recently as 1941, unemployment averaged 5,- 
500,000, with about one out of every ten persons in 
the civilian labor foree unemployed. In February, 


1949, the comparable proportion was one out of 
twenty. The number at work was greater than in 
any comparable month on record. 


RETAIL TRADE DOWN 


Consumer buying continued slack in February. The 
Federal Reserve’s unadjusted weekly index of depart- 
ment store sales for the week ended February 26 
stood at 232 (1935-39=100), or 7% below a year 
earlier. Sales of department stores for the four-week 
period ending February 26, fell 5% below a year earl- 
ier and only one of the twelve Federal Reserve dis- 
tricts (Boston) registered an improvement in sales 
over a year ago.' 

Some of the buying decline can be attributed to 
an increased concern of consumers over price and 
quality. Widespread reports of rising unemployment 


Table 1: Initial Claims for Unemployment 
Compensation 
Source: Federal Security Agency 


Week Ended! 1948 
338,677 194,228 
415,049 271,115 
376,353 225,848 
347,279 208,612 
332,939 218,032 
347,670 281,335 
333,819 224,486 
316,868 218,604 
293,575 172,200 


1The date is for 1949. The 1948 figures are for a comparable week. 


and the reduction in working hours which is extend- 
ing throughout a growing number of industries have 
also been factors. The dollar volume of department 
store sales was sustained to a considerable extent by 
offerings of promotional merchandise. Merchants ob- 
tained goods at bargain prices from wholesalers and 
in some cases from manufacturers burdened with 
heavy inventories. Consumers were quick to sense 
these values and rushed to buy the goods. The in- 
ventory position of wholesalers and some manufac- 
turers improved and store sales have been less com- 
mon in recent weeks. 

Sales of some mail order houses slumped sharply 
in February because of a sharp contraction in demand 
for durable goods. Sales of independent retailers were 
67, below the dollar volume of a year ago in January, 
according to reports submitted to the Bureau of Cen- 
sus by about 14,000 independent retailers located 
throughout the country and representing different 
kinds of business. 

1The Federal Reserve Bank city for the first district. 
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Table 2: Mutual Savings Banks in 1948 


Source: National Association of Mutual Savings Banks 


Item ore 1, ey 1 Change 
Assets Millions of Dollars 
MRE oaks hdc c.orniywrd oxen: 878 881 -3 
United States government securities] 11,509 11,984 475 
Other securities..............-... 2,183 1,696 +487 
Mortgage loans.......5.6. <6. ..4...: 5,583 4,856 +727 
WOEDGEMORTIB. cree «5 o5.5 56 dc Sein eco vn : 106 94 +12 
Winer assets... 65... kc ee ee : 293 213 +10 
arabes 22, TY im 20,482 19,724 +758 
Liabilities 

Regular deposits................. 18,292 17,669 +623 
Gilierteposits, 62.8 oe. le: 108 90 +18 
Total deposit liability.............| 18,400 17,759 +641 
CihenMabilities, ... seen. 80 vit! +9 


Surplus, guarantee and unallocated 
mcome accounts... y. i. 3.08. 2,002 1,894 +108 


Me cies chin) Lega gan ante / 20,482 | 19,724 | +758 — 
Dividends paid during year ending. . 304 281 +23 
Number of Depositors Thousands of Persons 
RormUmemmriite', eaaiiew. {00 eR. 14,636 14,506 +130 
MOB L AMINE fie eiciene omye 1,766 1,549 +217 
Club accounts....................| 2,260 2,140 +120 
(oy) PIU ee I ee ae a 38 31 +7 
JVGGr eee 147 122 +25 
2S eas. 18,847 | 18,348 | +499 


Apparel and drug stores report sales at approxi- 
mately the same levels in January as a year ago. Dry 
goods and general merchandise sales were practically 
unchanged (—1%) ; sales of eating and drinking places 
declined 2%; food store sales fell about 5% and sales 
in general stores dropped about 9%. Motor vehicle 
dealers and hardware stores experienced a 7% de- 
crease from January, 1948, levels and sales of furni- 
ture stores declined 5%. 

The pessimistic psychology accompanying wide- 
spread reports of layoffs and unemployment, plus the 
caution and conservatism manifested by price-quality 
conscious buyers, has affected the furniture manu- 
facturing business. 

For the first time since 1938 (except for the war 
years 1944 and 1945), orders booked in January were 
lower than those for the same month of the previous 
year. While 64% above a month earlier, the dollar 
volume of new orders in January, 1949, was little more 
than one half as much as in January, 1948. Unfilled 
orders in January were 56% lower than a year earlier. 


SAVINGS RISE 


Against a tapering off in retail sales at the de- 
partment store level, deposits in mutual savings banks 
continue to climb. During January, deposits of the 
532 mutual savings banks in the country rose $115 
million to total $18,515 million, according to William 
M. Maude, president of the National Association of 
Mutual Savings Banks. Allowing for seasonal factors, 
the gain was 20% greater than a year earlier, which 
compares with only a 9% gain in December, 1948, 
over December, 1947. 


The $586 million received from depositors in regu- 
lar accounts in January was the highest on record. 
However, the amount withdrawn was also large, be- 
ing exceeded only in July, 1948 (the month, incident- 
ally that the dollar volume of department store sales, 
adjusted for seasonal variations, hit an all-time peak) . 

The amount of savings deposited in January of this 
year was 8% greater, and the amount withdrawn 4% 
greater, than the corresponding month last year. The 
excess of $80 million in regular deposits over with- 
drawals was greater than any month in 1948 except 
December. 

Total deposits in savings banks rose almost $650 
million in 1948, an increase of more than two thirds 
the rate of gain in 1947. About 70% of the gain in 
deposits came in the first half of 1948 as compared 
with 55% in the same period during 1947. Percent- 
agewise, the rate of gain was 3.6% in 1948 as com- 
pared with 5.6% in 1947, 9.7% in 1946 and an aver- 
age of 13.0% for 1943-1945. (See Table 2.) 


THE PRICE PICTURE 


Prices continued to drift lower during the past 
month, although some recovery from the sharp 
breaks in farm products pushed the Bureau of Labor 
Statistics weekly index of prices for all-commodities, 
as of March 1, to 158.8 (1926—100) or virtually the 
same as a month ago. 

The comprehensive index for almost 900 commodi- 
ties was about 1% lower in February than in Jan- 
uary. 

An important and perhaps most significant devel- 
opment in the whole price picture is the chipping 
away at prices in the nonfarm and nonfood group of 
commodities. Lead has been reduced to 18 cents a 
pound (New York), a cut of 16.3% over a two-week 
period. The announcement by General Motors of 
price reductions on its five lines of passenger cars is 
another case in point. Other recent reductions are evi- 
denced in the price of copper scrap which declined 4 
cent a pound, and leading makers of brass and bronze 
ingots announced price reductions of 4% cent and 1 
cent a pound on various grades. 

The General Cable Corporation reduced prices of 
insulated copper building wire and service wire 5% 
to 14%. 

In the textile group, the price of acetate rayon 
staple was reduced 6 cents a pound by two leading 
producers, bringing it to 42 cents for all sizes, one 
of the lowest prices on record. 

The price of ethyl alcohol fell again, and at 21 
cents a gallon contrasts sharply with the 75 cents of 
last November. In the fuel and lighting group, heavy 
fuel oil, kerosene and light fuel oils have been re- 
duced in price and prices in this group as of March 
1 were at 135.9, the same as a week earlier—a low 
point for the year. 
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All major commodity groups with the exception of 
metal and metal products are below the September, 
1948, level. Even in the case of metal and metal 
products, prices have been slipping since early Feb- 
ruary. (See Table 3.) 


HOUSING STARTS DIP 


Some 50,000 dwelling units were started in Jan- 
uary. This is about 6,000 below a month earlier and 
about 2,600 units below a year ago, estimates the 
Bureau of Labor Statistics. Early reports, moreover, 
indicate that contract awards for residential building 
continued to decrease in February. 

Part of the contraction in new starts compared 
with a year ago can be attributed to the abnormally 
severe weather in the West North Central states, 
where a sharp drop occurred in the number of build- 
ing permits issued for new dwelling units. Further 
confirmation that the weather was a factor is evi- 
denced in the moderate increases in building permits 
issued in both the South Atlantic and East South 
Central region where higher than normal tempera- 
tures prevailed in January. 

Still another factor, however, is the large number 
of unsold new houses in evidence in many areas. 
Builders are wondering if the housing shortage is as 
severe as some people think. Last year, about 928,- 
000 dwelling units were added to the housing supply, 
according to the Bureau of Labor Statistics. So home- 
building in 1948 barely missed beating the record 937,- 
000 houses started in 1925. 

The National Association of Home Builders con- 
tend that more than 1 million houses and apartment 
units were added to the country’s housing supply in 
1948, a total which would break all existing records. 
The NAHB bases its estimate on a polling of its 
membership. This polling reveals that a higher num- 
ber of new homes were started in some areas than 
were reported by BLS. “We believe,” the builder’s 
organization stated, “that when the bureau has had 


a chance to complete its survey and make a final re- 
port, its figures will move up substantially. Mean- 
while the tremendous building rate hit in 1948 seems 
to have made certain that at least a million units were 
produced. Obviously, when farm home construction 
is included, the number of new homes built goes well 
over a million units.” 

Whether home building will pick up sharply this 
spring is a subject of widespread debate. T. B. King, 
director of the loan guarantee service of the Veterans 
Administration, stated recently that builders had 
priced themselves out of the market, with veterans 
now paying an average of $9,300 to $9,500 for houses 
when their income averaged about $3,100. With high 
living costs and income taxes, the veteran could af- 
ford a home ranging from $5,600 to $6,400. The wide- 
spread decline in mortgages is not fully evidenced in 
the fact that fewer than 20,000 VA approvals of GI 
loans were made in January, 1949, as compared with 
a monthly peak of about 58,000, since some of the 
loans approved in January were processed months 
ago. The actual drop in GI loans has been even 
sharper. In some regions approvals are virtually at a 
standstill. 

The National Association of Real Estate Boards re- 
ports an improvement over the past six months in 
the housing situation. But a shortage of single-family 
houses still exists in 56% of the reporting cities and 
for new houses in 52% of them. At the close of 1947, 
however, the NAREB reported a shortage of single 
family houses (old and new together) in 97% of the 
cities surveyed. By July, 1948, a shortage of used 
houses was listed in 75% and of new houses in 76% of 
the reporting cities. In other words, since the end of 
1947 the number of cities reporting shortages of hous- 
ing has been cut in half. (See Table 4.) 

Although prospects for residential building on a 
large scale by operative builders still appear uncer- 
tain, the volume of contracts let for heavy construc- 
tion this year through February has improved. En- 


TABLE 3: WHOLESALE PRICE TRENDS 
Source: Bureau of Labor Statistics 
(1926 =100) 
All Com- Texti 1, Lighting] Metal, Metal} Buildi All 
ee aed Hocdites pe ee Pus terials | access Materia \s Others! 
September 14, 1948............... .9 6 .6 ih 136.6 172.0 ak 136.1 
1949 
JONUATY Soopers we oe ee 3 6 si 6 ali 137.1 175.2 mh 182.8 
PE a AO Sa ee ae Oe tes 6 BP) 4 9 8 a IS | 175.3 9 183.5 
18), .2)s> ns ete 3 ol 9 .0 2 Eyes 175.3 8 133.6 
L.A re) ree ey on .8 9 a) .6 .6 138.0 177.9 8 133.5 
February Una. si etree a 8 a!) 6 me) .6 138.0 178.3 8 132.9 
(3 ty PAAR Os ae 9 .6 .9 9 al 138.0 178.3 4 131.4 
Lb cease eee 6 .9 0 .9 0 138.0 178.1 8 131.0 
Ls Rs Bere 3 SRE SRE? a) .6 .8 4 2 135.9 178.1 3 131.2 
ING SON eins seen can a ee eee 8 6 3 3 2 135.9 177.9 6 131.5 
Changes in index points Septem- 
ber 14, 1948, and March 1, 1949.. 1 9 -28.3 oS 0.7 F f ~+4.6 


MIncludes hides and leather products, chemicals and allied products, housefurnishing goods, and miscellaneous commodities. 
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Table 4: Housing Supply Situation 
Source: National Association of Real Estate Boards 
Percentage of Cities Reporting 


Used Single Family Dwellings 


Date of 
Survey 


Over Normal 


Over Normal 
Supply Supply Shortage 


Supply Supply 


Jan., 1949.. 40% | 56% 11% 37% 


(at present 
prices) 


1% 24% | 15% 3% 21% 


4% 
(for sale) 


July, 1948. 


gineering contracts in February averaged $141 mil- 
lion a week for a total of $563 million. This volume 
of contract awards is the highest, according to the 
Engineering News-Record, since 1942, and less than 
1% below the record total reached in January, 1949. 

Private contracts accounted for $374 million, or 
about 66%, of total awards in February which were 
64% higher than a year ago. Most of the gains in 
this category were attributable to increased awards 
for industrial building (including utilities) and for 
mass housing. In sharp contrast, public contracts 
were 23% below February, 1948, with federal activity 
abnormally low. : 


CAR PRODUCTION TOPS 1948 RATE 


The automobile industry turned out more cars in 
the first two months this year than in the same period 
in 1948, and has set even higher production goals for 
March, even though dealers report some slackening 


Business 


National Income Statistics, 1938-1947—Available data 
for thirty-nine countries. Statistical Office of the United 
Nations, Lake Success, New York, 1948. Price, $2.50. 


Industrial Financing Through Own-Lease—Two articles 
on the “new method of financing” of selling assets to an 
investor and renting it back on a long-term basis. By John 
J. Wilson, Jr., and Scott Harrod, The Controller, February, 
1949. 


The Emerging Peacetime Economy—The annual review 
of the economic situation in 1948 by the Office of Business 
Economics. Survey of Current Business, February, 1949, 


Effect of Inflation on Capital and Profits—the Record 
of Nine Steel Companies—Case histories. By Ralph 
C. Jones, The Journal of Accountancy, January, 1949. 


Interest Rate Policy and Reconstruction Requirements 
—An analysis of the effect of low money rates. By Gino 
Borgatta, Banca Nazionale Del Lavoro, Quarterly Review, 
October, 1948. 


Postwar Political Economy: The President’s Reports— 
Critical comments on the Economic Reports of the Presi- 
dent and of his Council of Economic Advisers. By M. 


New Single Family Dwellings 


Shortage 


52% 


76% 


in the buying of passenger 
cars and trucks. 

Some 876,000 units were 
turned out in the first two 
months of this year and 
the industry is planning to 
turn out about 500,000 
units in March. Comple- 
tion of change-overs to 
87% new models is expected to 


facilitate the achievement 
of this advanced production goal. 


Machine-tool orders reflect a pickup in foreign 
business. Preliminary estimates compiled by the Na- 
tional Machine Tool Builders Association reveal that 
new orders extended the rise for the third consecutive 
month. The index of new orders, which is based on 
average shipments of 1945, 1946, and 1947, reached 
87.1 in January, the highest point since June, 1947. 
Foreign business, which is included in the new-order 
index, rose to 21.9 or the highest point since Novem- 
ber, 1946. 

New orders are in terms of dollar volume. Last 
year the machine-tool industry did a gross volume 
of $288 million, which in terms of units was less than 
1937 shipments. In fact, the industry operated at less 
than one half its capacity last year. 


Apartment Dwellings 


Over Normal 


Sapply Supply Shortage 


78% 


Wi11aM B. Harper 
Division of Business Economics 


Book Shelf 


Bronfenbrenner, The Journal of Political Economy, October, 
1948. 


Council of Economic Advisers Third Annual Report to 
The President—Devoted largely to a discussion of the 
environment within which the Council operates. Wash- 
ington, D. C., December, 1948. Price 15 cents. 


The Consumers’ Price Index—A review of the methods 
used in the compilation composition and presentation of 
the Bureau of Labor Statistics index. Report of the Joint 
Committee on The Economic Report, Washington, D.C., 1949. 


The Evaluation of Exchange Control in the United 
Kingdom—1939-49—Traces the course of exchange con- 
trol in the United Kingdom from a device to husband the 
foreign exchange resources needed for the effective prosecu- 
tion of the war to its use in the postwar period to re-establish 
her position in world trade. Midland Bank Review, February, 
1949. 


Feeding The World’s Peoples—Elaborates the theme that 
“At present, insufficient food is being produced in the world 
to feed the people of the world adequately.” By L. Dudley 
Stamp, Westminster Bank Review, February, 1949. 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1949,” pages 36, 37) 


Item 


Industrial Production 


Total (HRB) GS) acc yeas ae 1935-39 =1¢0 
Manufacturing (FRB) (S)........ 1935-89 = 100 
Durable goods (FRB) (S)....... 1935-39 = 100 
Steel: 2. segs sins aehemtatorieree 000 net tons 
Pig WOnGE stave cs aoree cea 000 net tons 
Copper (refined).............. net tons 
Pea (refined) 
Zinc (slab)....... 
Glass containers.............. 000 gross 
Lambert. 20, cea elemee ee million bd. ft. 
Machine tools!............... 1945-47 = 100 
Machinery (FRB)............ 1935-39 =100 
Transportation equip. (FRB). .|| 1985-39=100 
Automobiles, factory sales. ....|| units 
Nondurable goods (FRB) (S)....|| 1935-89 =100 
COLON ee oa ned tes Geen ales 
Wool? 3: st x, eOete cette. million pounds 
Rayon yarn®: 093. 24ieseer million pounds 
Food prod., mfd. (FRB) (S).. .|| 1935-39=100 
Chemicals (FRB) (S)......... 1935-39 = 100 
Newsprint, North American. . .|| short tons 
Papers... crnachunys capo eae % of capacity 
Paperboard. pasa. caer ort % of capacity 
Boots and shoes .............. thous. of pairs 
Cigarettes (small)*............ millions 
Mining (FRB) (S)............... 1935-39 =100 
Bituminous coal.............. 000 net tons 
Anthracite... go. <<a 000 net tons 
Crude petroleum®............. 000 barrels 
Blectro Power sn5. oo. seh wav snahos million kwh 
Constraction’ esr. crore ser eee nee 000 dollars 
Heavy engineering—Public®........ 000 dollars 
Heavy engineering—Private’....... 000 dollars 
Distribution and Trade 
Carloadings, total™,.............. thousand cars 
Carloadings, miscellaneous. ....... thousand cars 
Retail trade (NICB) (S)........... 1935-89 = 100 
Department store sales (S)......... 1935-39 =100 
Variety store sales (S)............. 1935-39 = 100 
Rural retail trade (S).............. 1929-31 =100 
Grocery chain store sales (S)’.......|| 1985-39 =100 
Magazine advertising linage........ thous. of lines 
Commodity Prices 
All commodities (BLS)............. 1926 =100 
Raw materials). snstunt. oes gets 1926 =100 
Semi-manufactured articles....... 1926 =100 
Manufactured products........... 1926 =100 
Farm producta; sre. e.ec cee. oa 1926 =100 
Hoods: So. utne seeut cen eaee 1926 =100 
Sensitive industrial (NICB)*........ 1929=100 
Sensitive farm (NICB)*............ 1929=100 
Retail prices y,. o.,. a: aaah nneckont 1935-39 =100 
Securities 
Total stock prices (Standard & Poor’s)|| 1985-39 =100 
Industrials... 64. 2s tapeenw ae 2 1935-89 = 100 
Railroads, ce coc s 3 atecilnn ee 1985-39 = 100 
Utilities orc. s eee naneevcsteee 1935-89 = 100 


‘Total no. shares traded N.Y.Stock Ex.|| thousands 
Corporate bond yields (Moody’s), . .|| per cent 


Financial Indicators 
-Bank debits, outside New York City® || million dollars 


New capital corporate issues........ 000 dollars 
Refunding issues.................. 000 dollars 
Comm., industrial and agric. loans‘. .|| million dollars 
Total personal income (S)......... billion dollars 


Money in circulation, end of month.! million dollars |! 


SAdjusted for season variation ‘Shipments *Consumption; cigarette consumption measured by tax-paid withdrawals Average dai 
News-Record—average ase 7Grocery and combination chain store sales #140 centers aDecember, 1947 Percentage c 
cember, 1948 eEstimated fLess than +.05% n.a.Not available pPreliminary *Value as t. 


change, December, 1947, to 
amount loaded. 


1949 


January 


191 
198 
229 
8,172 
5,725 
78,298 
51,230 
75,815 
n.a. 
n.a. 
68.8 
267 
252 
n.d. 
174 
674,463 
n.a. 
69.8 
p 157 
252 
496,250 
p 90.6 
88 
n.d. 
p 28,006 
Pp 151 
p 47,170 
3,719 
n.a. 
5,761 
482,984 
84,003 
57,454 


B'3'3 


Ss ss'3 


709.8 
342.4 
n.d. 
p 288 
p 230.2 
n.a. 
p 366.5 
3,410 


160.6 
169.3 
160.3 
156.3 
172.5 
165.8 
151.4 
175.4 

n.d. 


SV's's's's 


121.0 
127.3 
105.9 
94.2 
26,212 


3.02 


55,672 
434,296 
1,295 
15,396 
n.d. 
27,580 


December 


192 
Tr 199 
re! 231 
re V2 
5,595 
96,117 
52,315 
r 76,696 
6,765 
2,620 
96.9 
Tr Q77 
r 248 
p 378,455 
T 173 
680,670 
52.5 
75.0 
r 157 
257 
495,105 
87.1 
84 
35,470 
r 24,897 
156 
r 49,937 
4,499 
5,668 
5,645 
694,023 
67,529 
101,180 


3 


709. 
345. 
327. 
310 

254. 


i 


7 
9 
ai 
6 
7 
6 
5 


3 


322 
359 
3,01 


r1162.3 
172. 
r 160. 
167. 
iWir(s 
170. 
152. 
183. 
192. 


oOorweweanre 


119. 
125. 
105. 
92. 
35,336 


onan. 


3.09 


63,714 
627,498 
3,222 

r 15,567 
220.8 
28,224 


106 


1948 


November October 
195 195 
201 202 
229 230 
r 1,788 7,987 
5,399 5,520 
102,779 101,436 
47,029 46,787 
71,195 70,716 


r %214)r 9,079 


2,929 3,369 
76.2 80.4 

Q77 Q77 

236 |r 240 

7 364,440 | r 383,755 
178 179 
685,166 695,887 

Tr 52.2 |r 55.7 


70.4 71.8 
159 161 
256 255 
504,452 508,605 
97.3 99.1 

94 96 


r 34,691 39,050 
r 29,076 31,079 


161 158 

r 49,791 |r 53,447 
4,680 4,961 
5,675 5,632 
5,539 5,510 


611,216 778,606 
60,668 75,210 
52,110 86,898 


823.5 915.6 
381.4 420.4 
319.6 327.3 
287 306 
230.3 223 .6 
368.3 349.1 
360.4 365.4 
4,145 4,847 
r 164.0 165.2 
175.2 177.0 
r 161.0 158.4 
158.7 160.2 
180.8 183.5 
174.3 178.2 
154.3 154.3 
186.9 198.5 
193.4 195.0 
120.4 127.8 
126.4 134.3 
108.8 120.9 
94.2 97.4 


3.12 3.11 


56,815 57,413 
442,925 628,499 
15,600 18,743 

r 15,543 15,388 
r 219.9}r 218.5 
28,331 28,176 


41,506 


776.3 
363.6 
312.4 
286 

208.3 
291.8 
350.1 
3,641 


165. 
183. 
156. 
157. 
199. 
179. 
165. 
239. 
188. 


PP TSwnwoeo- 


120. 
126. 
106. 
95. 
27,936 
3.1 


Hao 


56,355 
372,124 
2,590 
14,785 
207.7 
28,111 


Percentage Change 
December January, 12 Months, 
1948 to 1948 to 1947 to 
January January, 12 Months, 
1949 1949 1948 
0.5 -1.0 +2.6 
0.5 -1.5 +2.4 
0.9 0 +2.3 
+65.1 +9.4 +4.3 
+2.3 +10.2 +2.8 
-18.5 -23.5 +3.1 
—2.1 +0.8 -6.6 
-1.1 +4.2 +0.2 
-6.2b -15.3¢ -14.4 
-10.56 —5.2¢ +0.8 
—29.0 -8.6 id 
-3.6 -6.38 +0.1 
+1.6 +3.3 +1.7 
+3.8b +3.1¢ +9.9 
+0.6 —2.2 +2.6 
-0.9 -21.6 -4.7 
+0.66 -13.9¢ 0.5 
-6.9 +1.3 414.7 
0 -0.6 +1.5 
-1.9 -1.2 +1.3 
+0.2 +6.0 +3.6 
+4.0 9.5 ft) 
+4.8 -11.1 3.7 
+2.2b -11.0c¢ =] 2 
+12.5 +2.7 +8.9 
3.2 -1.9 +4.0 
-5.5 -16.7 —§.8 
-17.3 24.4 =0/2 
—0.1b +6.1¢ +8.3 
+2.1 +8.0 +10.0 
-30.4 —21.5 421.5 
+24.4 +79.2 +42 .6 
43.2 +38.4 +9.9 
f -8.6 4.0 
-1.0 -5.8 2.0 
+2.56b +4.9¢ +9.9 
-7.1 +0.7 +6.4 
-9.6 +10.5 +7.5 
—-12.46 +10.6¢ +10.4 
+1.9 +4.7 +12.4 
+13.1 -6.3 +5.8 
-1.0 3.1 +8.6 
-1.6 -7.9 +7.9 
0.3 +2.2 +5.7 
0.8 -1.0 +9.2 
2.7 -13.4 +4.1 
2.6 7.8 +6.2 
0.7 -8.6 -1.0 
—4.4 —26.7 +1.1 
-0.5b +2.2¢ +7.0 
+1.3 +0.7 +1.2 
+1.4 +1.0 +2.1 
+0.1 -0.6 +9.0 
+1.4 -0.9 6.4 
25.8 6.2 +16.8 
2.3 -$.2 +7.8 
-12.6 -1.2 +11.4 
-80.8 +16.7 +23.9 
-59.8 -50.0 -81.4 
-1.1 +4.1 +17.9 
+0.45 +6.3¢ +9.4 
2.3 -1.9 -1.4 
‘Average weekly *F.W.Dodge ‘Engineering 


», November, 1948, to December, 1948 cPercentage 
indicator subject to variations in length of haul and 
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What Executives Say: 


Taxes Hurt Incentive 


(See article on page 98) 


PRIMARY PRODUCTS 
Foundries: Need for Morale Boosters 


“Tt is our impression, based upon casual conversations 
with executives of other companies, that the incentives have 
been definitely removed, but the drive continues because 
of the executives’ inbred zeal for business.” 


“The effect of taxes on the efforts of top executives is that 
they automatically do what is necessary and lack incentive 
for extra effort in business planning for improvement.” 


“The incentive of our top executives has very definitely 
been impaired. For example, as we discuss proposed plans 
for expanding our business or the acquisition of a new unit, 
our executives are reluctant to move ahead as aggressively 
as they formerly did for two reasons: (1) They realize that 
because of the high corporation taxes the risk and effort is 
not easily compensated for; and (2) they realize that while 
the expansion will make their jobs bigger and possibly 
increase their salaries and returns, high income taxes will 
leave a small net remaining to them.” 


“I believe that the proposed new increase in personal 
income taxes will affect the drive of our executives because 
it removes a certain incentive which we have been taught 
to believe is perfectly proper for the individual to have.” 


* * * 


“Why take the risk of setting up your own business if 
most of the profits must be paid to the government?” 


* * * 


“We have tried to meet the adverse effects of higher taxes 
through a modest retirement plan for top executives and 
others, and by putting executives, administrative and cleri- 
cal employees on a fixed salary and monthly bonus based 
upon productivity and sales.” 

“In an effort to offset the adverse effects of higher per- 
sonal income taxes, we have practically only one recourse, 
that of increasing the individual’s pride in the company 
and its products.” 

“We have developed a profit-sharing plan, the benefits 
of which are payable after retirement. It would be much 
more effective if the high tax brackets were reduced so that 
corporations like ours could pay commensurate salaries now 
and put the savings problem up to the individual.” 


Mining and Quarrying: Current Tax Rate the Maximum 


“As a rule, our top executives have the idea of perform- 
ing their duties in the highest way without regard to the 
remuneration which their receive. They would not assume 
the responsibilities without an endeavor to perform the 
duties.” 


“One of the fundamentals of our economy is executive 
incentive. As the tax rate becomes higher and higher, this 
is of course reduced. Taxes are about as high now as they 
can be in peacetime without getting to the point of diminish- 
ing returns.” — 


“The proposed increase in personal taxes will increase the 
irritation to our top executives. It will tax their disposi- 
tions to the limit, but because of necessity and their faith- 
fulness, their contributions to the business will not diminish 
—at least for the present.” 


* * * 


“There has not been any increased tendency of our best 
men to go into business for themselves or to retire at an 
earlier age. We have observed this tendency in younger 


men who have not yet reached the higher places in our 
organization.” 


“About the only thing we have which has a tendency to 
overcome the adversity of high taxes is an incentive plan 
for executives, key personnel and office force. We distribute 


to them a portion of net earnings realized from each year’s 
operations.” 


Petroleum: Stock Options Help 


“The present and proposed high individual income taxes 
have a tendency to kill the incentive of top executives. This 
is particularly true if they are getting up in years and are 
more or less inclined to slow up anyway.” 

“Any governmental system of taxing the earnings of indi- 
viduals at the present high surtax rate is bound to impair 
the incentive of the individual, particularly under the exist- 
ing discriminatory rates. The Federal Government now cap- 
tures anywhere from two thirds to 80% of added earnings, 
which may be regarded as incentive compensation. This is 
bound to have a most discouraging and negative effect on 
the efforts of top executives. It is impossible to give you 
specific examples, as the loss of incentive is an intangible 


mental factor which hardly can be recorded and made 
known.” 


“Our executives are not interested in assuming greater 
responsibilities in the face of diminishing personal gain. An 
executive, like anyone else, does his best and gives his ut- 
most to his business because of the reward he hopes to 
receive, and no small part of that reward must be financial.” 

“The proposed new increase in personal income taxes is 
bound to affect the drive of our executives, stifle their initia- 
tive, and thus affect adversely the contribution which they 
will make to our business.” 


* * * 


“Our company has always believed that from the stand- 
point of public policy, as well as for the fostering of morale 
internally, all employees, including executives, should be 
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encouraged to provide for the exigencies of sickness, disabil- 
ity, death, or retirement. Through company plans, it -has 
provided a means through which this might be done. As 
personal income-tax rates became higher, it became increas- 
ingly more of a problem for employees (not exclusively top 
executives) to make independent provision for these exigen- 
cies. Consequently, from time to time the various company 
plans which were devised to aid employees in meeting these 
problems were revised and the amount of company assist- 
ance was increased.” 

“To offset the adverse effects of higher personal income 
taxes, employment agreements have recently been executed 
with the company by our top executives, whereby they will 
receive annual retirement compensation payments.” 

“Our company has instituted a policy of giving a number 
of its key men an option to purchase varying amounts of 
company stock. The figure was several points under the 
going market and was attractive. The subsequent decline 
of the market has made these options now, unattractive, 
but since they extend over a period of years the options are 
still of considerable incentive value to the holders.” 


Steel: Hard Work a Habit 


“The incentive of our top executives has been impaired 
by the tax policies of the present and previous administra- 
tions. I know of no better example than my own particular 
case. Even despite the relief granted in the present tax law 
by way of the split income provision, my top tax bracket is 
78%. What possible incentive can there be to add to one’s 
earnings when the government takes four fifths of such 
increased earnings and leaves you only one fifth?” 


“We know that the extremely high personal income taxes 
in effect during recent years have impaired the incentive 
of high paid employees. Just as serious with us has been 
the refusal of individuals with a substantial unearned in- 
come to take on additional responsibilities for which they 
are well qualified and would otherwise be willing to assume. 
In one instance, a prospective official, otherwise in full agree- 
ment with our proposals, refused upon calculating that, 
after taxes, he would be working for less than janitor’s 
wages.” 

“T am sure there is some level of taxation at which in- 
centive would be seriously handicapped, but I do not know 
that the 1947 rates were high enough to do this. If this is 
so, the 1948 rates are safely below the danger level.” 

“T do not think the drive of older executives will be seri- 
ously undermined by the proposed increases in personal 
taxes since most of them are steeped in the habit of hard 
work. The danger with them is early retirement. The effect 
upon young executives will be more serious inasmuch as 
there is little or no incentive to subject themselves to gruel- 
ling training and unlimited efforts.” 


* * * 


“We have not noticed any tendency on the part of our 
good men to go into business for themselves or to retire at 
an earlier age. I think the reason for the first is that they 
consider themselves very well treated by the company and 
that their futures are secure. Early retirement is undoubt- 
edly precluded by our comparatively modest retirement 
benefits even at the retirement age.” 


“All we have done so far to overcome the effects of higher 


taxes has been to wring our hands. We are unable to find a 
loophole by which an individual can be compensated for 
results or a substitute for money as an incentive.” 


* * * 


“We have lost a number of our people to other companies 
where they could make early advancement to higher posi- 
tions which in many cases carried with them better pension 
and retirement arrangements than our company at that time 
felt it could afford. In an effort to correct this situation we 
have installed a much more favorable pension plan for all 
salaried employees earning over $250 per month.” 

“The only thing we have done to overcome the adverse 
effects of high personal income taxes is our executive bonus 
plan, which, with some modification, has been in effect since 
1928.” 


Miscellaneous: Let Assistants Do It 


“There has been a distinct disposition by our top execu- 
tives to limit their hours and the intensity of their efforts 
and to accept assistants at the expense of their own com- 
pensation. They feel that there is little sense in trying to 
earn additional compensation, a large percentage of which 
simply goes out in the sum of taxation. This is particularly 
noticeable among younger men who have not been in the 
groove of long hours and intense effort.” 


“There is no doubt that the high personal income tax has 
been severely felt by our executives, but to say that they 
have not given their best would be a misstatement. I think 
they are working hard, but they are aware of the fact that 
their chances of acquiring a substantial nest egg for the 
future are very small.” 


“The community property tax bill of last year was a 
source of considerable gratification to our top executives 
because it eased their loads. By the same token, if the 
government turns around and increases the personal income 
taxes again it will have the effect of again raising the ques- 
tion of whether executives will think the normal incentives 
are worth while in looking toward the future.” 


* * * 


“We have not noticed any increased tendency of our best 
men to go into business for themselves, but the interest in 
retiring is nearly universal and the pressure for a retirement 


plan is constant.” 
* * * 


“We find that a man will meet any challenge to the best 
of his ability if he is paid enough to live on a comfortable 
but modest scale, if he has sufficient authority and respon- 
sibility, if his working conditions are as good as can be 
made, and if he has a chance to participate in profits, if and 
as made, and to purchase into the company.” 

“We have not yet put into effect a retirement plan. But 
we are studying the subject and it will be put up to our 
stockholders in the not too distant future. Aside from addi- 
tional compensation and bonuses and the liberal use of 
assistants, we have done nothing and can think of nothing 
to make executive positions more attractive.” 

“In order to offset the high taxes some attempts have 
been made in past years to figure out a way by which men’s 
earnings could be increased. Every proposal, however, has 
met with failure because the government’s method of pre- 
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venting any accumulation in lieu of salary, such as spe- 
cial allowances for expenses and special options on stocks, 
have all been blocked. It is apparent that these tax plans 
have been designed not mainly for revenue but for purposes 
of an ideological nature.” 


METAL MANUFACTURES 
Air-conditioning Equipment: Taxes Impair Incentive 


“We certainly feel that taxes have impaired the incentive 
of top executives. It is difficult to give any examples, al- 
though we have had a number of instances of persons leav- 
ing our sales department to go into business for them- 
selves. For the most part, our case rests on observations 
that people just do not work so hard when they do not 
have an opportunity to retain the fruits of such effort. 
Obviously, an increase in personal income taxes will have 
more of the same effect.” 

* * * 


“We have seen a definite tendency of some of our execu- 
tive personnel to go into business for themselves, which I 
am sure can be directly traced to the effect of the graduated 
personal income tax. More and more frequently we en- 
counter among higher-income executives the attitude that 
it is better to develop a business of their own in which they 
can accumulate some capital, or personal estate, through 
reinvesting earnings in their own business. Such persons 
feel, and I think with some reason, that there are opportu- 
nities to accumulate increasing values in a personally con- 
trolled business without the same burden of heavy personal 
taxation which is imposed on straight salaries.” 


* * * 


“As for supplying incentive, I do not believe that we 
have any outstanding practices here. We do try to stress the 
satisfaction that is derived from doing a job well and of rea- 
dering service to the community. We do not know how effec- 
tive this is in offsetting the lacking monetary incentive.” 

“Tf I had to give an answer as to the primary factors 
motivating executives I should probably place them in this 
order: monetary compensation; relative security of em- 
ployment; congenial associations and environment. I sup- 
pose the monetary compensation (after income taxes) al- 
ways will far exceed any other factor as an incentive to the 
average employee, whether he is of executive or clerical 
status.” 


Automotive Equipment: New Enterprise No Solution 


“There is no doubt that the incentive of top executives 
has been impaired by tax policies which make it more and 
more difficult for them to get a fair rate for the use of their 
exceptional abilities. Why should a man break his neck to 
take on new responsibilities with a large dollar return when 
for all this extra work and responsibility he can only actu- 
ally keep a few dollars? I think the result of this condition 
will be more evident in the years to come. Any further taxes 
to make incomes smaller cannot help but aggravate the 
situation.” 

“There is no question in my mind as to the negative 
effect of high personal taxes on the executives in our cor- 
poration. They have the feeling that in spite of the ade- 
quate salaries that they believe they are drawing for the 
contribution they are making, it is impossible for them to 


live comfortably and to accumulate any satisfactory estate 
to insure their future security.” 


* 2” * 


“I don’t believe we have observed any tendency for execu- 
tives to go into business for themselves for they feel that 
they would face practically the same tax problems in their 
own business that they do in their present positions and 
they are therefore discouraged from assuming the business 
risk that is necessary to start any new business under the 
present tax load.” 

* * * 

“One method of payment has become more important 
during the last years than it was twenty years ago; that 
is the arrangement for substantial bonuses for executives 
carrying large responsibilities. Instead of having arrange- 
ments for large cash bonuses, as was the practice one or 
two decades ago, now the practice is to provide for sub- 
stantial retirement income contributions which can be han- 
dled in small amounts over a period of years.” 

“The only action we have been able to devise that we 
hope will help the feeling of our executives is to adopt a 
retirement or savings program through which they can estab- 
lish some protection for their future support.” 


Electrical Appliances: Tax Policy Destructive 


“Our present tax policies and tax rates, it seems to me, 
strike directly and very destructively at two principal 
sources of national welfare. Incentives are impaired or 
destroyed, and the flow of venture capital has evaporated. 
Either of these effects would be harmful; in combination, 
they may easily be disastrous.” 


“Of course, the incentive of many executives is reduced 
by this terrific taxation burden and everyone in a top posi- 
tion has had to stimulate department heads and others. 
In those organizations where the top executives have the 
energy and courage in the face of this discouraging tax to 
keep pressing their department heads and others, fairly good 
results are still being obtained, but there are many places 
where that drive is lacking.” 


* * * 


“We have found in our type of business that a lot of our 
people have gone into the distributing business for them- 
selves. It is difficult to obtain capable people in an organi- 
zation on a salary and bonus basis, particularly since stock 
options have such little value in the tax structure. We 
know of no way to stimulate our organization, as a conse- 
quence of high taxes, other than to increase their salaries 
and bonus, and to tell our people what is being done at the 
top levels in our organization.” 


Electrical Machinery: Higher Earnings Necessary 


“We do not believe the high personal tax policies have 
impaired the performance of our top executives. If any- 
thing, they have further stimulated those men in the middle 
salary bracket to earn more to offset these income taxes. 
They are still interested in the highest possible take-home 
pay, which means their gross earnings must be higher than 
in the past to maintain this level.” 

“We have not experienced any difficulty in the way of 
impairment of incentive of our key men owing to the effect 
of high personal income taxes, but it has been necessary to 
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increase their compensation above normal in order to relieve 
partially what would otherwise be an unbearable situation.” 


* * * 


“Our better men are interested more in income they 
might obtain through capital gain than they are through 
straight salary increases. They would like to receive extra 
compensation in the form of stock, which we believe will 
sell at a higher price five or ten years hence. The tax on 
this capital gain would be considerably less than if they 
were paid this extra compensation in the form of cash.” 

“The only thing that we have found to overcome the 
adverse effects of the tax policy is to set up a proper pension 
and insurance plan to give all groups a sense of social secu- 
rity regardless of what funds they may have amassed dur- 
ing their working years.” 

“Though we have done nothing, we are considering some 
arrangement whereby our highly paid executives might 
participate in a stock purchase agreement wherein the cor- 
poration will buy the stock back at a predetermined price 
within a given period.” 

“We find the starting salaries asked by new technical 
employees is very much greater than before the war. Some 
of these salaries run to five figures for men comparatively 
young and without the particular technical experience re- 
quired for places in our organization. Apparently they figure 
take-home pay basis in arriving at the salaries they desire.” 


Electrical Supplies: New Business, New Incentive 


“Several of our executives have commented that while 
there is no particular loss of incentive because of taxes, 
there is invariably an additional burden placed on such 
men since their personal affairs require more attention than 
otherwise would be the case.” 


* * * 


“Several of our key men have resigned their positions 
within the past four years to engage in business for them- 


selves.” 
* * * 


“We do not have any specific proposals to overcome the 
adverse effects of higher personal income taxes. We do have 
a pension plan applicable to our executive group or to sala- 
tied employees with $3,000 or more income, and this has 
some beneficial influence.” 


Hardware: Questions Investment in New Ventures 


“An executive is an employee and as such it is ex- 
pected that he give his best efforts to carrying out the 
duties of his position. Most executives at heart have the 
sincere interest of the corporation that employs them 
and give their very best regardless of the effect of income 
taxes. In many of the smaller corporations, the executives 
are stockholders and have a selfish interest in seeing that 
the corporation is well and profitably managed.” 


“We do not feel that the incentives of our top execu- 
tives have been impaired by tax policies of present or pre- 
vious administrations, nor do we believe that the pro- 
posed increase in personal income taxes will affect the ef- 
forts or desire of our executives to do everything possible 
to meet these situations.” 


“We are a comparatively small company and it would 


not seem that the present tax system has been par- 
ticularly detrimental to our organization, although the con- 
tinuation of the present federal taxation system might, in 
time, have some effect.” 

* * * 

“We believe that in every case where the higher brackets 
of the tax structure are involved, there is a distinct loss 
to business since it is folly to invest for income in new 
manufacturing enterprises when income taxes will confis- 
cate all results of a successful investment.” 

* * * 


“We are doing everything possible to meet the situation 
with our higher personnel, but we are confronted with in- 
creasing expense in all phases of our business, and it would 
appear to be an issue that extends far beyond the factor 
of our top personnel.” 

“While paying substantial taxes is not pleasant, we be- 
lieve that executives in the higher positions have pride 
enough in helping to conduct a successful business, so that 
their efforts in that direction will not be adversely affected 
by taxes, Many companies have adopted substantial pen- 
sion plans for future pay of executives. This, of course, is a 
tax saving, and possibly may add some incentive to execu- 
tives to merit their positions until the time of retirement. 
But we have done nothing specific to overcome the adverse 
effects of higher personal income taxes.” 


“To overcome the adverse effects, we have instituted an- 
nuities and life insurance policies for all our top executives, 
as we have done for all salaried employees, without any 
charge to them.” 

“We believe that most executives, after paying income 
taxes and life insurance, have little surplus left for rein- 
vestment, so that so-called risk capital is reduced. Ulti- 
mately, this condition will result in stagnation because, 
generally speaking, it has been the excess earnings of suc- 
cessful men reinvested in new enterprises that have con- 
stantly increased the demand for labor and, as a conse- 
quence, created prosperity for all.” 


Heating and Plumbing Equipment: Capital Gains 

vs. High Salaries 

“The incentive of top executives has definitely been im- 
paired by the tax policies promulgated by the Federal Gov- 
ernment in the last fifteen years. While many competent 
people carry on for the sake of a feeling of accomplishment, 
there is a continuous submerged resentment against the in- 
ability to save and lay up for old age.” 


“Whatever may be the effect on present executives it is 
rather clear that high income taxes are influencing many 
younger man from entering a career that involves salary 
only. The strong inclination of such men, especially those 
having self-confidence and high ability, is to engage in en- 
terprises that will yield capital gains rather than higher sal- 
aries. It seems to me over the long range this is a more 
important consideration than the loss of incentive in the ex- 
isting high salaried or executive group.” 


Industrial Machinery —General: Taxes Stymie 


Executives 

“We have noticed no decrease in the effort of our execu- 
tives because of high taxes and if there was a decrease they 
would be relieved of their employment.” 
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“I can only say that top executives are quite conscious 
of the fact that government tax policies have for a long 
time kept them from improving their lot and in many cases 
have put them in a worse position financially than they 
were years ago on lower salaries. I cannot say that there is 
any demonstrable decrease in incentive; subconsciously there 
undoubtedly is, but it is impossible to measure.” 


“Even the executive likes to lay something aside for a 
rainy day and the present high-bracket level, for most of 
that group, has minimized the ability to finance present re- 
sponsibilities adequately, let alone prepare for a decent re- 
tirement.” 


“We do not believe that the proposed new increases in 
personal income taxes will affect the drive of our executives 
or the contribution which they will make to the business. 
We believe their best efforts will be directed toward their 
conduct of the business, regardless of tax rates.” 


* * * 


“If one could measure it, I would say there is less tend- 
ency for men to go into business for themselves as existing 
tax policies make success extremely difficult; on the other 
hand, the tendency is to retire at a later age, if permissible, 
because taxes have prevented them from accumulating a 
competence that they consider satisfactory.” 


* * * 


“Our main effort has been expended on our younger man- 
agement group—the potential top men in our company— 
by keeping them advised in so far as possible of top man- 
agement policies, gaining their assistance in developing these 
policies through committees, etc. In particular, a junior 
board of directors has functioned satisfactorily for several 
years in considering important corporate problems and in 
developing and presenting recommendations for the consid- 
eration and action of our executive committee, which is our 
top management group. Six of the men on this junior board 
are appointed for two-year terms by the executive commit- 
tee and may succeed themselves, thus providing continua- 
tion of policy and action. The other nine are elected by the 
junior board themselves from a list of candidates approved 
by the executive committee, serve for a term of one year, 
and may not succeed themselves. They have access to all 
financial data prepared for our senior board of directors. 
Contact with and support of the executive committee and 
senior board is constantly expressed by the presence at all 
junior board meetings of either the president or the chair- 
man of the senior board of our company.” 


“About the only specific actions taken by our company 
to help overcome adverse effects of higher personal income 
taxes have been to increase the amounts which will be pay- 
able to executives at retirement date, and to increase the 
amount of life insurance payable on death.” 


“For many years, we have had incentives for all our 
people, and still do. The method used in our department 
managers’ pay plan is to establish a base salary and then 
to set aside a prearranged portion of earnings to be dis- 
tributed pro rata to this group. So far, these plans have as- 
sisted in maintaining a high level of initiative and perform- 
ance. So long as the individuals can add to their reserves 


for use in their retiring years, this interest and initiative 
will probably be maintained.” 

“We are at this time giving serious thought to convert- 
ing our present incentive pay into some form of deferred 
compensation and at the same time probably tying this in 
with retirement pensions.” 

“We are doing nothing to oversome the adverse effects of 
personal income tax. There is nothing any company can do 
except to try and have the laws amended. They can make 
specific deals with a few employees, and many of them do. 
This does not, however, cure the evil. It does work a rela- 
tive injustice on those who do not participate. There is not 
enough stock in the company to bait all the executives, and 
it is not fair (although sometimes expedient) to bait one 
executive and not the other.” 
Industrial Machinery—Specialized: Executives Are 
Concerned 


“T do not believe that heavy personal income taxes have 
slowed down our executives or lessened the effort and en- 
thusiasm they put into their work. All of them, however, 
are genuinely concerned over their inability to accumulate 
any substantial amount of savings.” 

“T am sure that the incentive of top executives has been 
impaired by the tax policies of the present and previous 
administrations. I do not see how it could be otherwise. 
Everybody likes to receive a fair return for his effort and 
the results obtained. I myself have a feeling of frustration 
in spite of my great interest in the company. On the basis 
of a stockholders’ vote many years ago, I earned a bonus in 
1948 which I have refused to take because, on a compara- 
tive basis, it took so much more out of the company than 
it netted to me.” 

“The present taxation has certainly affected the incentive 
of our top executives. Man’s nature is to do the best he 
can under whatever circumstances he may encounter, ad- 
verse or not. So top executives are carrying on, but we do 
find a trend toward earlier retirement than otherwise would 
be in effect.” 

“While many executives feel that they have been discrim- 
inated against in the tax structure, I do not believe much of 
that dissatisfaction has been reflected in individual perform- 


” 
ance. 
* * * 


“One noticeable effect of high taxes in this company has 
been that some of our top people have left our employ to 
go into business for themselves. While on a salary from a 
large company, the individual is required to pay the max- 
imum taxes applicable to his salary. However, a man in 
business for himself can enjoy many advantages as busi- 
ness expenses which he could not have when working as an 
employee of a corporation. There are many ways in which 
taxes may be saved by the individual who is his own em- 
ployer that cannot be used by an employee executive. The 
net result is that larger companies have probably lost sev- 
eral good people.” 


* * * 


“The only thing we have done to overcome the adverse 
effects of high personal income taxes is to set up a retire- 
ment plan for salaried employees. We pay for fifteen years 


112 THE CONFERENCE BOARD 


March, 1949 


of past services, which is a contribution of considerable 
value.” 


Machine Tools: Taxes May Accelerate Earlier Retire- 
ment 


“We do not believe that the incentive of our top execu- 
tives has been impaired by the tax policies of the present 
or previous administrations. Almost without exception, our 
men have grown up in the organization and they all take 
great pride in doing the best job of which they are capable.” 

“There is no question in my mind but what incentive by 
top executives has been impaired by past tax policies. The 
elimination of the excess-profits tax has gone a long way 
toward correcting this situation, but there still remains a 
lot to be done.” 

“Tf it should be found that we have executives who are 
inclined to lessen their activities or punch, because there 
is a tax situation, it will then be time for them to sever their 
connections and give us an opportunity to start in with 


some new blood.” 
* * * 


“Up to this time we have not noticed any increased 
tendency for men to go into business for themselves. In 
fact, the tendency seems to be the other way in view of 
risk involved and low personal return, particularly under 
the present uncertain conditions.” 


* * * 


“Outside our retirement plan and plan for hospitalization, 
we have not done anything to overcome the adverse effects 
of higher personal income taxes although we have given con- 
siderable thought to an incentive plan for the executives.” 

“Frankly, we are up against a stone wall and do not know 
what to do to overcome the adverse effects of these taxes 
except to continue to make all efforts to earn sufficient 
profits to pay incentive bonuses, thereby building up the 
gross for the individual and hoping that the net will not be 
too small to keep him happy.” 


Office Equipment: Finds Insurance Plans Make a 
Difference 


“We are not in sympathy with the tax policies of pres- 
ent and previous administrations and believe that, over a 
period of time, it will be injurious to the private enterprise 
system. Nevertheless, at the present time the question of 
incentive for the executives of this company does not rep- 
resent a serious problem. We do not feel that the incentive 
of our top executives has been impaired by recent tax poli- 
cies nor do we feel that the proposed new increase in per- 
sonal income taxes will affect the drive of our executives.” 


“Our top executives have felt that under the high cost of 
living and personal tax rates, it was very difficult for them 
to build any kind of an estate. Increased salary does not 
seem to be the answer as such a large percentage of it goes 
to taxes. One executive left us to go into another type of 
business that had a profit-sharing program, a considerable 
part of which is devoted to an insurance plan for the indi- 
vidual.” 


“I do not feel that the present tax policy has impaired 
the incentive of the top people in our company. I believe 


that they would work just as hard if the tax were higher 
because they are that kind of people. I do know, however, 
that it is very discouraging at times to our top people be- 
cause of the money they are able to make but not keep, 
and it affects the whole general economy. Our people will 
not invest and take chances with the money which they 
have left.” 


“The proposed new increase in personal income taxes is 
bound to affect executives. At a time when a large group 
under them are having salary increases but no increase in 
tax, we once again have a cut in the spread between the 
earnings, after taxes, of the executives and those under 
them.” 


“We have considered an insurance program in connec- 
tion with a profit-sharing plan for executives. However, 
we have been unable to work out a satisfactory program 
that would be approved by the stockholders.” 

“We have done nothing—and I do not know what we 
can do—to overcome the adverse effects of higher personal 
income taxes. We have thought somewhat of paid-up in- 
surance, but this does not seem to be a proper answer to 
the problem.” 


Railroad Equipment: Need To Attract Junior Execu- 
tives ; 


“The pay incentive of our top executives is very much 
reduced by current federal tax policies. However, I am 
sure that we could not find any instance in which any of 
our people work less efficiently for this reason. Nor have 
we had any instances of any of our leading executives 
leaving our organization to go into business for them- 
selves. If anything, the extremely high tax rates, by mak- 
ing it almost impossible to save any considerable sum of 
money, would be a deterrent for any of our people to retire 
at an earlier age.” 

“What is happening is that many competent and well- 
trained young men are not, in our opinion, associating 
themselves with big business because they recognize it will 
take years to get any kind of a salary and when they do 
get it most of it will be taken from them in taxes.” 

“It is our belief that top executives continue to do a 
good job even though the money incentive has been taken 
away. Generally, they have a fine sense of responsibility 
and usually regard the business in which they have grown 
up as a part of themselves.” 

“There is no doubt that the incentive of executives is 
impaired by the present tax policies. Whenever an executive 
has to give up 50% of his earnings to the government, nat- 
urally he has no great incentive to increase his capacity.” 

“For some time the incentive for top executives has been 
impaired by the tax policies of our Federal Government. To 
some extent, this is reflected in the interest and drive of 
certain executives. Many men, of course, over the years 
have developed work habits which are hard to affect, and 
they continue to apply themselves diligently regardless of 
compensation.” 

“As to the effect of high personal income taxes on execu- 
tive incentive, we have not encountered any serious prob- 
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lems since the majority of our executives are also stock- 
holders of the company.” 


“None of our officers likes the higher taxes, but we have 
noticed no reduction in incentive as a result. Salaries have 
been increased during the years to bring them in line 
with those paid for similar positions in the industry and 
to take care of, at least in part, the higher taxes now pre- 


vailing.” 
* * * 


“The limit on group insurance has been raised for higher- 
salaried men and a formal pension plan for salaried em- 
ployees was instituted in 1944. In 1947, we improved our 
organizational setup, giving more authority and responsi- 
bility to the individual officers. We have also spent mil- 
lions of dollars in the last few years on modernizing plants 
and equipment to improve our competitive position in the 
industry. These measures serve to bring out the best in 
our executives and to us seem sufficient.” 


“We have a profit-sharing plan in which all executives 
participate. The distributions from the profit-sharing plan 
are made on retirement, which, we believe, will offer con- 
siderable tax saving to executives.” 


Miscellaneous Metal: Personal Pride Paramount 


“Even if a man gets a decent raise, by the time the 
taxes come out of it, it does not amount to much. And it 
does not stop at executives. The men in our shop tend 
not to want to take an advanced position with more re- 
sponsibility.” 

“Our top executives are so busy directing the affairs of 
their departments that I do not believe the tax policies, 
either now in existence or proposed, have been given any 
great thought or consideration. Of course, any new taxes 
levied may change that picture. You cannot help but 
notice every time an additional bite is taken through tax- 
ation.” 

“Nearly all our major executives have been brought up 
and trained by our company. We believe in liberal salaries 
based, of course, on the individual’s ability and value to the 
company. To date everyone appears to be reasonably 
happy.” 

“T do not feel that the incentive of our top executives has 
been impaired by the tax policies of the present or previ- 
ous administration. Ordinarily, to a man reaching the top 
executive position, compensation is secondary. Pride and in- 
terest in the institution for which he is responsible come 
first.” 


“There is no question but what the Administration’s tax 
policies have had a dampening effect on executive initiative. 
If a man possesses executive ability, he should be relatively 
free from personal money problems so as to have every op- 
portunity to exercise his talent for the benefit of the com- 
pany. A tax policy that forces an executive to divert his at- 
tention from doing the best possible job will only serve to 
impair his efficiency to the detriment of the company and 
the country as a whole. There is a limit, of course, to the 
relative dollar amounts which a company can pay its ex- 
ecutive group. In fact, at current personal tax levels, ad- 
ditional salary payments give so little income, after taxes, 
as to be almost useless as an incentive. The only saving 
grace in the situation is that a capable executive has a trait 


of pride in accomplishment regardless of his money income.” 


“The incentives of our top executives have been pretty 
much nullified by the tax policies. We have not had any- 
body leave us and engage in business on their own to over- 
come this situation. The only reason is that none of them 
feels that this is a very opportune time to embark on a 
new venture.” 

“High taxes have a reverse operation in that there is 
not so much desire on the part of the executives to move 
to a position in another company for higher pay and more 


work.” 
* * * 


“J have a number of acquaintances who have retired 
from business because they have learned that they were 
no better off financially at the year end than they were in 
the beginning of the year. The unfortunate aspect of this 
is that while no great damage is done to the individual, so- 
ciety has been deprived of the constructive effort of a man 
of unusual abilities.” 


“What real incentive is there for going into business for 
himself? If he is more successful, he only adds more head- 
aches, in addition to paying more taxes. As to retiring, 
there is more incentive to stay on the job, especially if he 
wishes to continue on somewhere near his present standard 
of living. On fifty-cent dollars with a normal retirement 
income of 50%, many adjustments would have to be made 
by the average individual.” 


“T have not noticed any tendency for our best men to 
go into business for themselves or to retire at an earlier 
age. The same tax laws apply to a man in business for him- 
self and the risks in new enterprise are so great and the 
reward so small that I feel there is a hesitancy to take 
such a step. As for earlier retirement, the average execu- 
tive simply cannot afford to retire. Tax levels for the 
past decade have been such that he has had no opportunity 
to build up his private resources.” 


“We have just made effective a retirement income plan 
we adopted five years ago and this plan, rather than outside 
situations, has occasioned the retirement of a number of our 


people very recently.” 
* * * 


“Under our graduated tax system there is not much that 
can be done to substantially increase the net amount of 
compensation retained because the tax collector takes a 
bigger bite out of each increase. I believe, however, that 
many companies endeavor to provide additional incentive 
through such means as stock ownership, life insurance and 
liberal retirement income. It is fair to say also that per- 
sonal financial gain is not the sole incentive with many ex- 
ecutives and they may be motivated by such factors as 
pride of accomplishment, interest in their work, opportunity 
for advancement, etc.” 

“In our 1949 program we have established certain incen- 
tive plans to stimulate greater effort on the part of each 
individual to accomplish a budget that is admittedly opti- 
mistic, but certainly not beyond attainment. Although we 
have not encountered any letdown as it pertains to the 
present tax program, there may be a different attitude if 
the new tax legislation becomes a reality.” 

“We have done nothing to overcome the adverse effects 
of higher personal income taxes except to fight the in- 
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crease by supporting organizations that are doing so and 
keeping in touch with our representatives.” 


“For a corporation, the solution consists of trying to es- 
tablish nonfinancial incentives and of means for deferring 
income. We, for example, have established a pension pro- 
gram for certain salaried personnel so as to make it finan- 
cially possible for our executive group to retire at the age 
of sixty-five and hence to take the heat off the personal 
financial situation which makes it difficult for an individ- 
ual to build a retirement fund out of current income. Fur- 
thermore, we are considering a program of deferred com- 
pensation for our top executives utilizing insurance contracts 
that, presumably, will result in a deferral of a portion of cur- 
rent income to retirement years.” 


AES OSS 


“To keep the incentive of top executives, we still are 
obliged to appeal to pride of accomplishment, patriotism 
and ethical motives. As far as possible, we pay our execu- 
tives as well as we can.” 


OTHER MANUFACTURERS 
Chemicals: Refuses New Responsibilities 


“I feel that there is very likely to be a loss of incen- 
tive on the part of a top executive when he sees what income 
taxes do to his earnings. I think, however, that if the ex- 
ecutive is of the right type and caliber, he will not allow 
himself to feel that there is no incentive in trying to do a 
good job.” 

“T have had one specific case where a top executive has 
frankly told me that there is no incentive left for him to 
invest further and have further income, because the amount 
of any increased income that he would pay in taxes would 
be so high that he is not interested in what he would have 
left. Here is one definite case of a reluctance to take any 
chance on further investments, however attractive.” 


“We have recently been thwarted in our attempt to pro- 
mote several men to positions of higher responsibility with 
higher income. These men refuse to assume larger responsi- 
bility and salary because ‘after taxes’ any new income would 
not justify the effort.” 


hi ee 


“There is no tendency for any of our good men to go 
in business for themselves for the reason that the rewards 
of success are too small, after taxes; and, if they fail, they 
pay all the freight. This factor, no doubt, is one of the 
worst things about the whole tax situation that confronts 
this country. The country was built by competent individ- 
uals who were willing to take a chance and go into busi- 
ness, If they made a success, they were able to finance the 
growth of the business out of their own profits. Such a 
thing now is impossible.” 


Coe oe 


“Both junior and top executives are furnished with ample 
high-grade assistants so as to moderate the intensity of 
strain and effort and by the same token to enable them to 
take quite long vacations at such frequent periods as are 
found necessary in each individual case. In order to make 
up for the lack of ability to provide for old age under pres- 
ent tax laws a fairly liberal pension plan has been instituted. 


Study is constantly given to the improvement of the pen- 
sion plan and supplementing it with deferred compensation 
plans and similar methods of deferred compensation.” 


“About the only thing we have been able to do to over- 
come the adverse effects has been to institute a formal, gen- 
erous pension plan. It is a commentary on the way things 
have gone in recent years, and are now going, that some of 
these top executives do not have the scorn for any pension 
or retirement plan that they had years ago. Then, they 
expected to battle out their own livelihood and to set aside 
their own reserves for sickness or old age. Under existing 
conditions, that is no longer possible. Therefore, while they 
lessen their aggressiveness and their eagerness to assume 
greater responsibility, they lean more strongly to a formal- 
ized pension plan, even though it is repugnant to their indi- 
vidual philosophies.” 

“In an attempt to help out we have adopted a pension 
plan by which the company pays the difference between 
the employees’ contributions and the cost of the pensions. 
More recently, we entered into contracts with several of 
our top executives by which we agreed to retain them, 
after they had retired, at a retainer which would supple- 
ment their pension obtained under our pension plan, would 
relieve their worries to some extent and make it unnecessary 
for them to try to pay for personal pension plans.” 


Food Products: Growing Evidence of Concern 


“Our company has not been able to detect any decline 
in the interest and enthusiasm of its executives because of 
the tax laws. The company does not propose to devise any 
plans to overcome the adverse effects of higher personal 
income taxes.” 


“We have had only one executive who left in recent years 
to go into business for himself. This man told the writer 
that he could not see his way clear to create an estate during 
his useful years while on salary. We know that the ex- 
tremely high taxes have discouraged many executives and 
no doubt some incentive has been lost.” 


“T do not know that the incentive of our top executives 
has been impaired by reason of present or past tax policies. 
I do know, however, that these tax policies bear very heavily 
on them, and that it is difficult for them to make any 
sizable accumulations. We have a modest pension system 
that will help out in this respect.” 

“T doubt whether any further increase in income taxes 
would change the situation with our executives. There must, 
of course, come a breaking point when it would. Any fur- 
ther increase in these taxes might bring about some de- 


crease in incentive and therefore decrease the contribution 
which these men make.” 


Wi oe 


“Just recently, one of our vice presidents left a good- 
salaried position to accept the presidency of a smaller com- 
pany, which presented an opportunity for capital gain 
through stock ownership.” 

“We have noticed an increasing interest by our execu- 
tives in acquiring business interests beyond those of their 
principal occupation. We have also noticed a definite inter- 
est on the part of some toward early retirement. There is 
more evidence of concern by harassed executives toward 
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their personal health and a greater tendency to spare them- 
selves in the arduous daily drive of executive work. This, 
in fact, may be extremely sound and intelligent on the part 
of these individuals, but diminished incentives of the pres- 
ent day may be contributing to this point of view.” 


re ee OR 3 


“Our top men know that they have always been treated 
fairly and that they can depend on fair treatment in the 
future. The best way to make executive positions attrac- 
tive is to provide good pay, plenty of responsibility, and 
adequate authority to handle the responsibility.” 


Leather and Products: Pension Plans a Safeguard 


“T do not feel that the efforts of our top executives have 
been impaired by the tax policies. I cannot understand why 
it has not unless it is because they are, on the whole, very 
young men most of whom have seen no administrations in 
national government except Democratic administrations be- 
ginning with President Roosevelt in 1932.” 


“The incentive of our top executives has not been im- 
paired by tax policies in recent years. We believe our ex- 
ecutives are conscious of the necessity for higher taxes and, 
of course, salaries over the years have increased materially.” 


“We placed a pension plan in effect during 1943 on an in- 
sured, trusteed basis by which our executives will have a 
supplemental income sufficient to support themselves after 
they reach sixty-five. In their planning, some of the ex- 
ecutives are computing the amount of benefits when they 
reach sixty and are attempting to place their personal 
finances so that they can consider retirement at that age.” 


Lumber and Products: Retirement Must Be Postponed 


“So far as the earnestness of effort in the conduct of the 
business is concerned, there is no decline. However, those 
of us who have the major responsibility for progressive de- 
velopment feel a decided hesitancy to embark upon any- 
thing that seems to involve the element of risk. Incentive 
to risk taking has been decidedly deadened.” 


* * * 


“We have noticed no increased tendency on the part of 
our best men to go into business for themselves or to re- 
tire at an earlier age. As a matter of fact, as incomes be- 
come less through higher taxation, men are going to have 
to work longer before they retire because of inability to ac- 
cumulate sufficient means to enable them to maintain their 
standard of living after retirement. This condition has an 
adverse effect upon younger executives, who are forced to 
continue in subordinate capacities. These younger men, 
who will not have sufficient outlet or stimulation for their 
abilities and ambitions, will probably seek opportunities to 
go into business for themselves. There has been a slight 
trend in this direction.” 

* * * 


“We have one example of a young man who was inclined 
to develop his own outside business because of the capital 
gains tax advantage involved, rather than devote full time to 
his work with this company. The arrangement made with 
this individual for a steep bonus plan was sufficient to per- 


suade him to remain with us, and it is this bonus arrange- 
ment with our top-flight executives which has been our an- 
swer to the income-tax problem faced by an executive paid 
on a basis of a straight salary.” 


Paper and Products: Worried About Younger Em- 
ployees 


“TI don’t think any of us question the fact that the effect 
of such taxes has been to dull the energy which is spent. 
It is difficult, of course, to suppress the inborn desire to ac- 
complish things, but, nevertheless, the drive has been taken 
out of executive attitude. This is probably especially true 
with regard to risking new capital in ventures which the 
executive himself might direct and, of course, to the risking 
of the executive’s own capital. Junior executives have a 
teridency to look to items like retirement income, and we 
have found an increasing tendency to take advantage of 
income annuities at an earlier age, probably because of 
the tax situation.” 


“We do not believe that continuation of present high 
taxes will affect the drive of our present executives, but 
we do feel that continuation or increase of present taxes 
will have a deteriorating effect on the attitude of younger 
employees who might be the future top executives.” 


“Except in individual cases where personal loyalty to the 
company enters into it, the increased personal income 
taxes cannot help but affect the drive of all of our top men.” 


cee ht oe 


“There is an apparent tendency of good men to go into 
business for themselves. It would be difficult to hire many 
good men who now are including as a cost of their private 
businesses such chargeable ‘living costs’ as automobiles, 


boats and airplanes.” 
* * * 


“Higher personal income taxes have been partly offset 
by increased earnings and by pension benefits. We feel 
that increased retirement benefits will have to be used more 
and more (if taxes remain high) to interest and reward top 
executives.” 


“Prior to the most recent developments, we had felt 
that participation in the ownership of the company would 
help to overcome the adverse effects of taxes. The value of 
this incentive has of course been pretty well destroyed by 
the trend of things in Washington and we are frankly at a 
loss to think of anything to help the situation under pres- 
ent conditions. About all that we can do is to rely on the 
innate desire of the people working here to do a good job.” 

“We have developed profit-sharing and pension plans to 
overcome the adverse effects, but it is highly questionable 
whether we will be able to go far enough if taxes continue 
to increase.” 


“There is no doubt that the inability to build a personal 
estate because of tax policies has had a very great bearing 
on the view of individuals regarding the amount of com- 
pensation that they should seek. It has had a noticeable 
effect on our own thinking regarding the amount of periodic 
increases in individual compensation. Trying to arrive at 
specific increases frequently results in comments that a 
certain specific increase formerly considered an ample re- 
cognition of merit means relatively little to an individual 
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in the higher brackets in terms of the amount he can re- 
tain.” 


Textiles: Offers Rewards Other Than Money 


“Our top men have little over half the net income, after 
taxes, that their predecessors had ten years ago. The dif- 
ference in cost of living would make the comparison even 
more unfavorable.” 

“There has been quite a reduction in the number of or- 
ders received in the last six weeks, and we are operating at 
only about two thirds of capacity. Many times in the past, 
under similar situations, the executives of this company and 
many others in similar circumstances, have taken very sub- 
stantial reductions in pay. It is entirely possible that this 
situation is facing us at the present time, and, in my opin- 
ion, is of more immediate concern to executives in small 
companies than any possible impact on incentive of top 
executives due to a proposed increase in income tax rates.” 

“We have had several wealthy and capable executives 
connected with this company who have refused to supply 
capital for any new business venture solely on the ground 
that the net gain on any probable profits, after taxes, is too 
small to pay for the risk. Likewise, capable men in high- 
income brackets often accept comparatively low salaries for 
important positions because the net amount that would 
‘stick to their fingers’ after sharing a portion with Uncle 
Sam would be insignificant to them. A natural corollary of 
this situation is that they devote less attention to the busi- 
ness problems than they would if they were realizing net 
salaries, after taxes, commensurate with the effort that 
should be expended.” 

“We do not feel that incentive has been impaired by tax 
policies, but we know that it is difficult for executives to 
save any earnings under present conditions, and, of course, 
salaries must be higher than they used to be.” 

“The present rates of personal income taxes are altogether 
too high in the upper brackets. Some of our executives feel 


that it is almost impossible to lay aside any money these 
days. Fearing this, our company is more liberal than it 
might be if taxes were lower, with our practice of allowing 
executives to continue beyond their retirement age.” 


© Soar 


“Tt has always been the policy of this corporation to try 
to compensate its officers on a basis comparable with the 
knowledge and effort required by their respective duties.” 


“To make executive positions seem more attractive, we 
offer an annuity plan, profit-sharing bonuses and other re- 
wards than money, such as good working conditions, per- 
sonal interest, assurance of stability of employment.” 

“We have not gone beyond the point of increasing sala- 
ries in attempting to overcome the adverse effects of higher 
taxes.” 


Miscellaneous: Stocks Are Boosters 


“TI cannot see that the top executives of companies with 
which I am familiar have been delinquent in the administra- 
tion of their responsibilities because of the income-tax sit- 


uation.” 
* * * 


“We do not propose to do anything to overcome the ef- 
fects of the higher personal income taxes. When our com- 
pany is prosperous the executives not only get dividends 
on the stock of the company which they own but they get 
additional bonuses or compensation as well.” 

“The only technique we have used to make executive po- 
sitions more attractive is to sell stock to our top executives. 
If this stock is held for a number of years, it is subject only 
to capital gains tax.” 

“With increases in salaries or bonuses from time to time, 
executives are continuing to do their best. The difficulty 
is not a current one, but arises from inability to save, which 
was the basis of success in bygone days.” 


